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HAT conditions in the transpor- 
[ition industry are rapidly reach- 

ing a crisis, is common knowl- 
edge. Crisis means change, either for 
better or for worse. Is government 
going to stand by and allow the pri- 
vate interests immediately involved to 
destroy one another in a useless com- 
petitive struggle that must ultimately 
impair the service upon which the pub- 
lic depends, or is the situation to be 
met with an aggressive governmental 
attitude determined to take the mat- 
ter in hand and enforce peace and di- 
vert the energies now employed in a 
destructive competition into channels 
of rehabilitation and constructive 
competition ? 


No governmental regulation as yet 
has been found that is a satisfactory 
substitute for competition. Competi- 
tion is, indeed, as has been said, “the 
life of trade” but competition to be 
stimulating must be fair. The pri- 
mary contribution that government 
can make in the field of transportation 
is to referee the game and make the 
competition between the players a fair 
competition. 

The crisis confronting transporta- 
tion today is a condition that has come 
about chiefly because the struggle be- 
tween the competing forms of trans- 
portation is not being refereed and 
consequently the competition is not a 
fair competition. 
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further call upon the vernacular 
of the gridiron, it might be said 
that government’s obligation to trans- 
portation does not end with its func- 
tion as referee but comprehends also 
somewhat the function of coach. The 
duty of government is not fully dis- 
charged by simply specifying curbs 
and enforcing the rules laid down, but 
it also comprehends the more funda- 
mental function of assistance toward 
the better accomplishment of the com- 
mon goal ; namely, the best, that is, the 
most satisfactory transportation serv- 
ice at lowest possible cost. 

Government, as coach, must direct 
codrdinations that will eliminate 
wasteful transportation within each 
form of transportation and as between 
the several forms to the end that bet- 
ter and better transportation at lower 
and lower costs can be attained. 
Transportation because of its nature 
as a public utility has the right to ex- 
pect and to demand that government 
discharge its function of coach as well 
as its function as referee. 

Not only is it imperative that gov- 
ernment discharge its dual obligation 
in the interest of peace-time commerce 
but it is demanded, as well, in the in- 
terest of the national defense.* 


| formulating any plan of regula- 
tion for interstate transportation, 
primary recognition must be given to 
the fundamental right of the public 
to use the most suitable form of trans- 
portation at the lowest relative cost 
made possible from time to time by 
the development of novel methods. of 


1For a more complete discussion of these 
introduction propositions, see author’s Ad- 
dress before the American Bar Association at 
Milwaukee, Vol. XIV, No. 10, Pusiic Utizi- 
TIES FoRTNIGHTLY, p. 635. 


operation or the invention of new 
means of transportation. The perma- 
nent enjoyment of this fundamental 
right depends upon the maintenance 
of a fair competition between the com- 
peting forms of transportation as 
well as between the competing units 
in each form. 

The problem of regulation under 
existing conditions under which we 
have truck lines, bus lines, air lines, 
pipe lines, boat lines, as well as rail- 
roads, is a very different matter from 
what it was in 1887 when the Inter- 
state Commerce Commission was or- 
ganized and when for all practical pur- 
poses we had only the railroads. Then 
the problem was to regulate a monop- 
oly in so far as form of transporta- 
tion is concerned, whereas now, the 
problem is to maintain the freest pos- 
sible competition, but a competition 
that will be made a fair competition 
through stabilization to be effected 
within each form of transportation 
and as between the several forms. 


. pfomenccorsng to the end of a fair 
competition becomes, therefore, 
the primary objective of any planned 


economy for transportation. Stabili- 
zation must be achieved within each 
form of transportation by a system of 
published rates and required adher- 
ence thereto until legally changed, uni- 
form accounts, statistical reports 
showing operating costs, and a prohi- 
bition against the performance of 
transportation below the cost of the 
lowest cost operator in the particular 
form or agency of transportation op- 
erating between any particular points 
involved. 

The system of published rates and 
required uniform adherence thereto, 
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uniform accounting, and statistical re- 
porting that the railroads have been 
subject to since 1887 have stabilized 
the railroads, and the wholesale dis- 
criminations theretofore practiced 
through rebating and rendering of 
special services and giving of passen- 
‘ ger passes, were ended with the enact- 
ment of the 1887 Act. The same 
stabilization for truck lines, bus lines, 
boat lines, and air lines, can be 
achieved in no other way. 

Concurrently with this stabilization 
within each form of transportation, 
there must be stabilization between the 
different forms of transportation, if 
the competition between railroads and 
trucks, or between railroads and boat 
lines, for example, between any two 
given points, is to be fair. 


form of transportation 


iw 

should make the same relative 
contribution to the standard of living 
in the particular territory in which 
they operate through wage scales that 
are the same for the same kind of 


services. The truck lines or boat 
lines, in the example, should pay as 
high wages to their employees as the 
railroads, and vice versa. Otherwise 
there can be no stabilization as be- 
tween the three, and their competition 
one with the other cannot be a fair 


competition. To that end all labor en- 
gaged in interstate transportation 
must be unionized, under governmen- 
tal supervision. 

The only other avenue to stabiliza- 
tion as between the various forms of 
transportation is by means of adjust- 
ments taking the form of tolls. Sup- 
pose the government should undertake 
to furnish a particular railroad a right 
of way between two given points and 
then maintain the right of way so that 
the railroad was required to have no 
capital investment in right of way and 
incurred no expense for maintenance 
of way, and suppose there is another 
railroad operating between the same 
two points competing with the first 
railroad for the same traffic, that had 
to provide its own right of way and 
maintain it, would the competition be- 
tween these two railroads be a fair 
competition from the standpoint of 
the second railroad when the govern- 
ment was playing Santa Claus to the 
first railroad by furnishing it with its 
right of way and keeping it main- 
tained in perfect operating order? 


UCH is the exact situation existing 
today in so far as competition be- 
tween trucks and railroads, busses and 
railroads, boat lines and railroads, and 
to some extent air lines and railroads, 


e 


", government's obligation to transportation does not 
end with its function as referee but comprehends also some- 


what the function of coach. 


The duty of government is 


not fully discharged by simply specifying curbs and en- 
forcing the rules laid down, but it also comprehends the 
more fundamental function of assistance toward the better 
accomplishment of the common goal; namely, the best, that 
is, the most satisfactory transportation service at lowest 


possible cost.” 
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is concerned. The highways upon 
which our trucks and busses operate 
were all built and are all maintained 
at huge governmental cost. The wa- 
terways upon which our boat lines op- 
erate were developed and are main- 
tained and kept safe and protected at 
huge public expense. Our airways are 
provided in many instances with gov- 
ernmental aids through the weather 
bureau, maintenance of inspection bu- 
reaus, and otherwise, which facilities 
they would have to provide at their 
private cost, which aids are essential 
to their actual operation. But the 
right of way that the railroads require, 
they had to provide with private funds 
and they have to maintain at their own 
expense. 

Is the competition between the rail- 
roads, on the one hand, and the trucks, 
busses, boat lines, and air lines, on the 
other hand, under these circumstances, 
a fair competition? It is urged, of 
course, that many of our railroads re- 
ceived government aid in the form of 
huge land grants that contributed 
largely to the cost of original con- 
struction. It is also a fact that trucks, 
busses, air lines, and any boat lines 
operating on petroleum fuel that is 
subject to tax, pay fuel taxes, as well 
as license taxes, that in the aggregate 
amount to huge sums that, it is con- 
tended, if properly directed, would 
build, maintain, and refund the cost of 
original construction of all highways 
they use. 


N the other side it is contended 
on behalf of the railroads that if 
these other forms of transportation 
contributed to the general standard of 
living of the territory in which they 
operate to the same extent that the 


railroads do by paying wages as high 
as those paid railroad labor, and if 
they paid tolls equivalent to the use 
they make of the public funds em- 
ployed in the highways that they use, 
the unit cost of transportation per- 
formed by these other forms of trans- 
portation would be higher than the 
unit cost by railroad. 

This question can never be accu- 
rately answered until a system of uni- 
form accounting and statistical report- 
ing for these agencies of transporta- 
tion is established similar to that re- 
quired of the railroads which will re- 
veal the basic facts. And it is here 
that a bureau of research takes its 
place as an important element in any 
planned economy. Such a bureau 
must first set up the system of ac- 
counting and statistical reports that 
will produce the facts required and, 
thereafter, it will carry on a constant 
research of the reports made to deter- 
mine the various facts as to relative 
costs which the statistics reported 
should reveal. 

Whatever the fact thus demonstrat- 
ed may be, deficiency, if any, can be 
adjusted by the imposition of tolls as- 
sessed against traffic moving via these 
other forms of transportation in com- 
petition with the railroads. 


HEN these alleged inequalities 

due to inadequate wage levels or 
inadequate reimbursement for private 
use of public highways are thus neu- 
tralized, and stabilization is achieved 
within each form of transportation 
through published rates, uniform ac- 
counting, and statistical reporting, all 
forms of transportation and all units 
within each form of transportation, 
will be brought to a condition of fair 
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Public’s Right to Best Form of Transportation 


“— formulating any plan of regulation for interstate trans- 
portation, primary recognition must be given to the funda- 
mental right of the public to use the most suitable form of trans- 
portation at the lowest reluiive cost made possible from time to 
time by the development of novel methods of operation or the 
invention of new means of transportation. The permanent enjoy- 
ment of this fundamental right depends upon the maintenance 
of a fair competition between the competing forms of transpor- 
tation as well as between the competing units in each form.” 





competition one with the other and 
not until then. With all such artifi- 
cial inequalities removed or neutral- 
ized, the prosperity of every carrier 
would then depend upon the character 
of service it offered the public and the 
efficiency of operations to produce 
lower costs. Nocarrier would be able 
to offer rates lower than the cost of 
operation of the lowest cost operator 
of its kind in the particular area or 
between any two given points. Any 
carrier that is unable to survive under 
such a condition of fair competition 
will simply have to travel that bank- 
ruptcy or receivership route that any 
other unsuccessful business must go, 
but all carriers would be protected 
against any such inefficient or irre- 
sponsible competitors cutting rates be- 


low cost of service in a ruthless com- 
petition for business. 


AS long as the patrons of the car- 
riers are being afforded the form 
of transportation that is most suitable 
at a level of charges predicated upon 
the cost of operation of the lowest 
cost operator of the particular form 
of transportation that is desired in the 
given instance, there can certainly be 
no just complaint by the public 
against the stabilization contemplated 
under such a planned economy where 
each form of transportation is in turn 
competing with other forms and no 
one enjoys a monopoly. 

Until relative costs of service of the 
respective forms of transportation are 
ascertained pursuant to the system of 
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stabilization outlined, it is of no pres- 
ent interest to consider what steps, if 
any, might be warranted in subsidiz- 
ing any particular form of transpor- 
tation in the interest of national de- 
fense. It will be time enough to con- 
sider such matters if and when, pursu- 
ant to the stabilization contemplated, 
it is proven by relative costs of service 
and other tests that the railroads, for 
example, have been rendered obsolete 
by newer forms of transportation and 
cannot be themselves modernized to 
meet the new competition of trucks 
and busses and must be subsidized if 
they are to survive. 


O BVIOUSLY the stabilization will de- 
pend to a certain degree upon the 
ascertainment of operating costs and 
these costs reduced to a unit basis will 
depend upon volume of movement. 


Volume of movement by any particu- 
lar form of transportation between 
given points may in turn depend upon 
the relative level of charges as com- 
pared with those of competing forms 


of transportation. Here again until 
the facts are developed any attempt at 
solution would constitute mere proph- 
ecy. Trucks and boat lines are op- 
erating now in competition with rail- 
roads on a basis of relative costs and 
charges and volume of traffic that 
might be taken as basic and statistical 
reports based on a year or two back 
might be required, if need be, in or- 
der to arrive at reasonable averages 
based upon actual experience in oper- 
ations. 

Again it is apparent that cost of 
service must be in part, at least, based 
upon arbitrary allocations to particu- 
lar traffic of certain general costs 
common to all traffic handled by a par- 


ticular carrier. But it must be equally 
obvious that as long as the allocations 
are made on the same basis as to all 
traffic and as to all carriers, the result- 
ing costs must be absolutely accurate 
as revealing the relative costs of com- 
peting carriers. 

Anyone who says that comparative 
costs of transportation for different 
kinds of freight cannot be accurately 
ascertained is simply unfamiliar with 
the subject of cost accounting. All 
carrier accounts can be so reformed 
that by arbitrary allocation of expense, 
where expense cannot be directly as- 
signed, as accurate cost figures as are 
necessary can readily be obtained. 


Pe agensmceagging§ with stabilization, 
another of the immediate objec- 
tives of a planned economy for trans- 
portation in this country must be a 
codrdination of Federal expenditures 
for highways, rivers, and harbors de- 
velopment and maintenance, and pow- 
er development, so that all such ex- 
penditures will be made according to 
some concerted program of national 
defense and needs of commerce, and 
be planned in advance and executed 
under a continuing program of public 
works to be actively pursued in direct 
relation to the general condition of 
unemployment. The program should 
be projected upon such a scale and it 
should be so codrdinated that there is 
always in prospect hugh public works 
already planned on which millions of 
men can be engaged during periods 
of general unemployment, upon works 
that are an integral part of a great 
national plan for the development of 
the transportation machine in con- 
formity with the interests of the 
national defense as well as the re- 
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quirements of peace-time commerce. 

The Federal government, for ex- 
ample, would not build railroad lines 
to supplement those already operating 
where such construction was required 
in accordance with the national plan. 
But the project would all be worked 
out with the private railroad manage- 
ment concerned, with schedules and 
all plans laid to prosecute the develop- 
ment when unemployment required, 
and to that end the government ‘would 
advance the necessary funds through 
a bureau operating under the trans- 
portation authority functioning simi- 
larly to the RFC. 


So a program of coordinated de- 
velopment and expenditure could 
be accomplished by empowering the 
transportation authority accordingly 
and making the head of such author- 
ity politically independent as will be 
hereinafter discussed. And by mak- 
ing such expenditures subject to visé 
and approval by such authority and 
making the executive head thereof a 
member of the Council of National 
Defense. 

Another objective must be the elim- 
ination of waste in transportation. 


This can be accomplished by codérdi- 
nation of operations through pooling, 
rerouting, and consolidation arrange- 
ments. 

The stabilization as between the 
railroads and all other forms of trans- 
portation as heretofore discussed, and 
the realization of the other objectives 
of any planned economy that has any 
hope of success, demands that all 
forms of transportation be subject to 
the required regulation by a single au- 
thority that will have the same powers 
of regulation as to all forms. There 
can be only one referee in any game. 

What form this transportation au- 
thority shall take is itself of immedi- 
ate importance in the operation of any 
system of planned economy. Shall it 
be by government ownership? Shall 
it be a Secretaryship in the President’s 
Cabinet? Shall it be the Interstate 
Commerce Commission without 
change in its present organization and 
method? Or shall it take the form of 
an independent Transportation Ad- 
ministrator supplemented by a Rate 
Tribunal? 

These are the questions that will be 
considered in the subsequent articles 
of this series. 


The second instalment of this series of three articles on “The Trans- 
portation Crisis” will appear in the following issue of this magazine 
out January 31, 1935. 





(a4 pax regulation is proper and can work justice only when applied 
with equality to all competing in any industry. Public regulation 
is not proper and cannot work justice to any industry if the government 


engages in competition with the industry which it regulates. Public 
regulation is limited in proper reason and proper purpose to the better- 
ment and protection of service. It has no proper function to perform 
as a means of taking the property of one and giving it to another 
or as a step in the equalizing process for the redistribution of wealth. 
Those engaged in public service like all others should cheerfully submit 
themselves to public needs growing out of public emergency, but they 
should not be seized as instrumentalities of emergency relief under the 
pretense of regulation of commerce.” 
—E. E. McInnis, 


General Counsel, A. T. & S. F. Ry. 
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“Yardsticks” 


Ventures in business by governments that 
have proved uneconomical 


AN examination of the operative results of publicly owned steam railroads, 

electrical plants, telephones, street railways, the Post Office, and the Panama 

canal, does not, in the opinion of the author, show financial or service advan- 

tages to the people over business conducted by private enterprise. Advantage 
of private initiative in the conduct of business in the development stage. 


By J. H. PORTER 
FORMER MEMBER OF THE MISSOURI PUBLIC SERVICE COMMISSION 


, \HE dictionary gives the defini- 
tion of “yardstick” as “a grad- 
uated measuring stick a yard in 

length” and it also gives as one of 

the definitions of “measure,” “any 
standard of criticism, comparison, 
judgment, or award.” This word, 

“yardstick” has lately come into popu- 

lar usage particularly in the field of 

public utilities. 

The government of the United 
States is in the process of spending 
hundreds of millions of dollars with 
the avowed purpose of establishing, 
amongst other things, “yardsticks” to 
measure electrical rates and service 
and to furnish a base to which it may 
compare the rates and services of 
private electrical utilities. This policy 
has given little, if any, consideration 
to governmental experience in the past 
in the ownership and operation of 
utilities. It seems to proceed on the 
theory that in the electrical field there 
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is some strange alchemy which 
changes men and governments so that 
features which characterized all form- 
er governmental operations will not be 
repeated in the future. 

Many of the general public are not 
familiar with the examples of public 
ownership both here and abroad and 
are prone to accept the sounding gen- 
eralities and the glittering promises of 
a better era without a study of the 
actual results of government owner- 
ship and operation of utilities as 
shown by the official reports of the 
governmental bodies involved. 


peter do not make entertaining 
reading, nor can they be rolled 
from the tongue in moving speeches. 
It is much easier to say “experience 
has proven” than it is to give the lo- 
cale of the experience and definite fig- 
ures as to what was proved. A study 
of the statistics of “yardsticks” which 
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have been in existence for many years 
should help the United States in deter- 
mining whether it wishes to adopt 
public ownership and operation of all 
utilities without more positive proof 
than mere assertions as to its efficiency 
and economy. 

The attacks upon privately owned 
utilities and the cry for public owner- 
ship and operation are not of recent 
origin. For many years these attacks 
have been more or less futile but the 
economic depression of recent years 
has caused the public to seek every- 
where for relief from the financial 
strain and to be more receptive to the 
claims for the superiority of public 
ownership. The recent developments 
in the utility field which have shown 
that some of the most prominent men 
in the field were, if not actually cor- 
rupt, at least not the supermen as ad- 
vertised, has added to the discontent. 


HE public has drawn no distinc- 

tion between the operating com- 
pany which in most instances was sub- 
ject to a governmental regulating body 
and the holding company which was 
subject to no regulations. This bitter 
feeling has been encouraged both by 
the politician seeking votes and by the 
machinery companies which seek to 
profit by the change. In addition 
many honest and sincere men have 
been swayed by a desire to punish 
those who have profited by corrupt 
practices and have urged the adoption 
of public ownership as a means of 
curbing these dishonest men. 

No one can deny that certain utility 
men should be punished. The same 
might be said for certain politicians, 
certain bankers, certain doctors, and a 
host of others. However, few have 
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studied the examples of public owner- 
ship with a desire to find if they have 
been economically successful and if 
the proposed change is the best method 
of curing the alleged evils of private 
ownership. 

The extremists would have the gov- 
ernment take over and operate all 
public utilities. The effect of this can- 
not be judged by small isolated plants. 
ly is possible that some publicly 

owned utility plants because of 
their inability to connect profitably 
with other larger plants and which 
through fortuitous circumstance may 
have in charge at the time of investi- 
gation a manager of outstanding abil- 
ity, may show savings over similar 
plants privately owned. However, in 
order to secure a true picture of the 
probable effects of their plans it is nec- 
essary to study plants which are wide- 
spread and which give the same prob- 
lems in managing as would be found 
should the government attempt to run 
all utilities. 

Perhaps the first utility to feel the 
effects of this attack was the railroads. 
The late William Jennings Bryan, up- 
on his return from Europe and as a 
prelude to his third unsuccessful cam- 
paign for the presidency of the United 
States, advocated the government own- 
ership and operation of railroads and 
pointed to the governmentally owned 
railroads of Germany as an example 
of its efficiency and economy. Fol- 
lowing this attack there have been oth- 
ers which have singled out first one 
utility and then another but in recent 
years these attacks have centered 
principally on the electrical industry. 


A 


sTupDY of the records in the gov- 
ernment ownership of railroads 
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does not furnish the example of 
economy and efficiency which the 
public ownership school would de- 
sire. At the time that Mr. Bryan was 
praising the German railroads, the 
shipper on these lines was paying an 
average of 13 mills per ton-mile for 
freight hauled as shown by the reports 
of the Prussian Minister of Railways. 
According to the reports of the Inter- 
state Commerce Commission for the 
same period the shipper in the United 
States paid an average of 74 mills per 
ton-mile for the same service. 

This difference prevailed despite 
the fact that the German state-owned 
railroads ,paid only a small local tax 
which was less than twenty per cent 
of the taxes paid by railroads in the 
United States, and despite the further 
fact the average annual railroad wages 
per employee in the United States 
were over fifty per cent higher than 
those of Germany. No other state- 
owned railroads of this period had 
rates as low as Germany. 

The state-owned railroads of Ger- 
many suffered from other compari- 
sons. At this time Duisberg and oth- 
er German cities were complaining 
bitterly that rates were such that 
Prussian towns were favored. Dr. 
Benmer, editor of Stahl und Eisen, 
calculated that the transportation 
charges in England were 10 per cent 
of the total cost of producing iron 


as against 23 per cent in Germany. 


n 1909, the German Centralver 
band, numbering representatives 

of the largest industries of Germany, 
protested that while private compa- 
nies were reducing railroad rates, the 
Prussian government was raising 
them. The enormous profits supposed 
to have been made by these railroads 
shrink measurably if interest on the 
railway debt at the usual governmen- 
tal rate of approximately 3 per cent 
be charged against the operating rev- 
enues. Chaotic conditions in post-war 
Germany has made the picture even 
worse. 

Other state-owned railroads have 
not fared better in the economic sense. 
The New Zealand Official Year Book 
for 1934 shows that the New Zealand 
State Railways has had a deficit for 
each of the last five years, this 
amounting in the fiscal periods 1931- 
1932 and 1932-1933 to 1,383,472 
pounds and 1,380,111 pounds respec- 
tively. In Canada, the Canadian Na- 
tional Railways have been a constant 
drain on the national purse and its defi- 
cits form one of the serious problems 
in balancing the Dominion budget. 
The Canada Year Book for 1933 
shows that there were deficits of 
$73,733,692, $99,275,680, and $101,- 
335,074 in the years 1930, 1931, and 
1932, respectively. Preliminary re- 
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a desire to find if they have been economically successful 


q “FEw have studied the examples of public ownership with 


and tf the proposed change is the best method of curing 
the alleged evils of private ownership. The extremists 
would have the government take over and operate all 


public utilities. 
small isolated plants.” 


The effect of this cannot be judged by 
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ports indicate a much larger deficit for 
1933. 


HE government investment in the 
railways as of March 31, 1932, 
was $390,787,290, and the cumulative 
deficit at the end of 1932 was $565,- 
756,072, which when combined makes 


’ a staggering total that the people of 


Canada have paid for the ten years’ 
control of approximately 24,000 miles 
of railroad. These examples which 
could be duplicated in almost any in- 
stance of public ownership of rail- 
roads are strong evidence that there 
is no magic in government ownership 
which will bring economic and profit- 
able operation. In times of stress 
they suffer even as privately owned 
railroads and when the railroads of 
the United States were reporting prof- 
its these lines were showing an oper- 
ating loss. 

It is when other features of the op- 
eration of the privately owned rail- 
roads of the United States are con- 
sidered that the picture for public 
ownership becomes much less bright. 
The service of American railroads 
has become standardized and is the 
equal if not superior of any in the 
world. How long would the people 
of the United States bear with the ex- 
pense and delay of transferring goods 
from one car to another at every state 
border as is necessary in the Common- 
wealth of Australia because of 
changes in the track gauges of the 
publicly owned railroads? The wages 
of the railroad employees of the 
American railroads are the highest in 
the world. 


[ does not detract from this state- 
ment to say that living conditions 
are better and cost more in the United 
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States because these conditions are 
found in a country where private own- 
ership is the rule. Air brakes and 
many other features which have add- 
ed to the safety of travel by rail were . 
developed in the United States. Air 
conditioning and other aids to com- 
fort are becoming a commonplace on 
its trains. Many lines are now exper- 
imenting with lighter and faster trains 
to lessen the time of reaching destina- 
tions. 

It is true that many of the railroads 
were assisted by land grants from the 
government but private capital took 
the chance that these lands would ul- 
timately repay it for the risks that it 
assumed. Most of the railroads were 
built without subsidies and today with 
about one seventeenth of the globe’s 
habitable area within its borders, the 
United States has one third of the 
railroad mileage of the world. 

Railroads are one of the princi- 
pal utilities wherein government own- 
ership has been tried on a large 
scale. However, the telephone indus- 
try is likewise publicly owned in many 
countries and is another yardstick 
with which to measure public owner- 
ship. 


iy would naturally follow that if 
there were virtue in the public 
ownership theory, the citizens of a 
country which owned its telephone 
systems would be large users of the 
service. The official governmental 
figures for 1933, however, tell a dif- 
ferent story. 

In the United States where the tele- 
phones are 100 per cent privately 
owned there are 14 telephones per 
each 100 of population. Canada with 
83 per cent privately owned and 12 
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United States, Leader in the Telephone World 


-— 


T never has been seriously contended that the telephone service 
of the United States was not superior to most systems and 


the equal of any. Because of varying conditions in each country, 

it is impossible to make an accurate comparison of rates. 

However, the United States has maintained its leading position 

in the telephone world for the last forty years and it is safe to 

assume that this would not have been done if rates had been 
unreasonably high.” 





telephones per each 100 population is 
in second place. In third place is New 


Zealand which is 100 per cent public- 
ly owned and which has 10 telephones 
per each 100 population. Closely fol- 
lowing New Zealand in fourth place is 
Denmark with 95 per cent of its tele- 
phone systems privately owned and 
with approximately 10 telephones per 
each 100 population. 

In these four countries is found 
52.9 per cent, 3.8 per cent, 0.5 per cent, 
and 1.0 per cent of the total telephones 
of the world respectively. There is 
also in the United States 70.14 miles 
of telephone wire per 100 population, 
in Canada 48.33 miles, in New Zea- 
land 39.04 miles, and in Denmark 
31.49 miles. Three out.of the first 
four telephone systems of the world 
are privately owned. They render 
service to more people and have ex- 
tended their lines farther to reach the 
public than the systems publicly 
owned. 
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Sew figures for the countries as a 
whole are matched by the 
figures for the larger cities of the 
world. The number of telephones per 
each 100 population are as follows: 
San Francisco, 36.49; Washington, 
33.29; Stockholm, Sweden, 31.83; 
Denver, 29.67; Toronto, Canada, 
25.62; Chicago, 23.62; New York, 
22.16; Zurich, Switzerland, 19.48; 
Copenhagen, Denmark, 19.01; Paris, 
France, 14.97; Berlin, Germany, 
11.07; Auckland, New Zealand, 
10.01; and London, England, 8.84. 
The systems are also publicly owned 
in Sweden, Switzerland, France, Ger- 
many, and England. 

It never has been seriously contend- 
ed that the telephone service of the 
United States was not superior to 
most systems and the equal of any. 
Because of varying conditions in each 
country, for example, the necessity of 
the subscriber to purchase his own in- 
strument in France, etc., it is impossi- 
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ble to make an accurate comparison of 
rates. However, the United States 
has maintained its leading position in 
the telephone world for the last forty 
years and it is safe to assume that this 
would not have been done if rates had 
been unreasonably high. 


HE United States has but one 

fifteenth of the population of the 
world and yet it has over fifty per cent 
of the telephone systems. Is it not 
fair to say that measured by this yard- 
stick, the telephone industry has 
thrived more and has given more 
service to more people under private 
ownership than under public owner- 
ship? 

It is not, however, in the fields of 
railroads and telephony that the pres- 
ent-day public ownership advocate 
makes his greatest claims. Today the 
electrical utilities are under constant 
attack and the demand for municipal 
and state ownership of the facilities 
which generate and distribute electri- 
cal energy is heard on every side. No 
doubt there are certain localities where 
public ownership has proved beneficial 
but these isolated examples do not 
prove the case and the answer must 
be found from a study of all plants 
and conditions. 

A favorite example of the public 
ownership advocates has been the Hy- 
dro-Electric Commission of Ontario 
and the low rates enjoyed by the do- 
mestic consumers of the territory 
served by its plants. These rates have 
been compared to those of many com- 
munities in the United States to the 
disparagement of the latter. No com- 
parison is made as to the relative con- 
ditions under which the electricity is 
produced and distributed. 


HE Ontario group has the most 

perfect set-up imaginable, that is, 
the hydroelectric development of Nia- 
gara Falls. It was not necessary to go 
to some remote section of the country 
where land for the basin would be 
cheap nor was it necessary to build 
an expensive dam. This ideal com- 
bination of natural advantages lies in 
the center of their heaviest load. De- 
spite these natural advantages the On- 
tario plants suffer when compared to 
similar plants privately owned and op- 
erated in the neighboring Province of 
Quebec. 

In early 1934 the Dominion Bureau 
of Statistics, Transportation and Pub- 
lic Utilities Branch, issued its “Cen- 
sus of Industry, 1932—Central Elec- 
tric Stations in Canada.” This cen- 
sus shows that the current generated 
both in Quebec and Ontario is almost 
100 per cent from hydroelectric 
plants. The publicly owned plants of 
Ontario had 1,395,914 installed prim- 
ary horsepower, and generated 2,- 
931,850,000 kilowatt hours. The pri- 
vately owned plants of Quebec had 2,- 
914,070 installed primary horsepower 
and generated 8,449,936,000 kilowatt 
hours. 


D ESPITE the fact that the private 
plants of Quebec have twice the 
installed horsepower of the public 
plants of Ontario and generate almost 
three times as much current, the pri- 
vate plants employ only 3,275 people 
as compared to the 5,893 people em- 


ployed by the public plants. If the 
comparison is made on a basis of cur- 
rent used and the fact that the Quebec 
plants export about one fifth of their 
current to be distributed by the gov- 
ernment plants of Ontario is consid- 
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ered, it is found that 50 per cent more 
current is used by the consumers of 
the privately owned Quebec plants and 
the picture in regard to employees 
changes but little. 

It is true that the domestic consum- 
er of Ontario enjoys a lower rate and 
uses more current than the domestic 
consumer of Quebec, but any compar- 
ison as to the relative advantages of 
public versus private ownership should 
consider the relation between the util- 
ity and the consuming public. The 
consuming public of any electrical 
utility comprises all of its customers, 
power as well as domestic. Such a 
comparison shows that the average 
rate per kilowatt hour for all current 
sold is much lower in Quebec than in 
Ontario. 


OMPARING the publicly owned 
Ontario plants with privately 
owned American plants similarly sit- 
uated, it is found that in 1928 the 
Ontario plants sold 4,341,498,634 
kilowatt hours at an average of 0.85 
cents per kilowatt hour. Across the 
river on the American side the Buf- 
falo, Niagara and Eastern Power Cor- 
poration sold 4,436,403,784 kilowatt 
hours at an average rate of 0.76 cents 
per kilowatt hour. 

The Ontario plants do not pay 
many taxes but these costs form a 
large part of the expenses of the 
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“COMPARING the publicly owned Ontario plants with pri- 
vately owned American plants similarly situated, it is found 
that in 1928 the Ontario plants sold 4,341,498,634 kilowatt 


American company and when deduct- 
ed gives an average rate of 0.66 cents 
per kilowatt hour. Similar figures for 
the year 1932 when large losses had 
been sustained in the power loads 
show for the Ontario publicly owned 
plants an average of 0.95 cents per 
kilowatt hour and for the privately 
owned American company an average 
of 1.05 cents per kilowatt hour or with 
taxes deducted an average of 0.89 
cents per kilowatt hour. 

This does not indicate any out- 
standing advantage for public owner- 
ship. In fact, the figures show that 
under approximately similar condi- 
tions American and Quebec privately 
owned plants make a much better rec- 
ord than the publicly owned Ontario 
plants. 


eRe advantage of the Ontario 
domestic consumer is more ap- 
parent than real. The average per 
capita tax in Ottawa, Province of 
Ontario, is $50.22 or for a family of 
four, $200.88 annually. The average 
domestic consumer in Ottawa uses 
1,558 kilowatt hours annually for 
which he pays $27.63. The combined 
cost of his government and his elec- 
tricity is $228.51 to the average do- 
mestic consumer of Ottawa. In the 
city of Quebec of the Province of 
Quebec similar figures are $157.72 
for taxes and approximately $53.46 


hours at an average of 0.85 cents per kilowatt hour. Across 
the river on the American side the Buffalo, Niagara and 
Eastern Power Corporation sold 4,436,403,784 kilowatt 
hours at an average rate of 0.76 cents per kilowatt hour.” 
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for electricity adjusted to the same 
load as at Ottawa, or a total charge 
of $211.18 for government and elec- 
tricity for the average domestic con- 
sumer. 

It must be remembered that part of 
the money paid by the Quebec con- 


_ sumer for electricity is paid to his 


government by the utility in the form 
of taxes. The sum total of these bills 
represents an approximate annual sav- 
ings of $17.73 to the domestic con- 
sumer of Quebec and this despite the 
fact that the Ottawa domestic con- 
sumer received his current at a much 
lower rate. 

Crossing to the United States, simi- 
lar figures in St. Louis, Missouri, are 
$173.20 for taxes and $48.56 for an 
annual use of 1,558 kilowatt hours of 
electricity. This combines for a total 
of $221.76 or $6.75 less annually 
than is paid by the average domestic 
consumer of Ottawa. Many other 
cities in the United States which are 
served by privately owned plants show 
similar results. 


HE Ontario Hydro-Electric prop- 
erties have been selected and 
numerous comparisons made between 
their rates and those of privately 
owned plants because these properties 
through interconnected transmission 
lines serve a large area and many 
cities. Their problems are similar to 
those of the privately owned plants of 
the Province of Quebec and to those 
of government plants now building in 
the United States with the exception 
that in comparison with our govern- 
ment plants the Ontario plants have 
a more economical set-up and serve 
large centers of population closer to 
the source of power. Further, the 
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program of the public ownership ad- 
vocates calls for a nation-wide taking 
over of the electrical utilities with 
their central generating stations and 
transmission line hook-ups. 

The probable results cannot be 
judged by isolated municipal plants 
even if it is granted that some of these 
have made a good showing. The 
measure of the success of the scheme 
must be estimated by a comparison of 
the results of publicly owned and pri- 
vately owned plants of like size and 
similar characteristics. The experi- 
ences in Canada with the publicly 
owned plants of Ontario as compared 
to the privately owned plants of Que- 
bec or even of the United States do 
not sustain all of the claims of the 
public ownership school. 


M“*" claims are being made for 


what will be shown by the Ten- 
nessee valley, Columbia river, and 
other government “yardsticks.” These 
plants have not been completed as yet 
nor have the claims for them been 
proven. Other claims are also made 
for municipal electric plants through- 
out the country. The records of the 
United States Bureau of the Census 
show that there has been a steady re- 
cession in the number of municipally 
owned electrical plants since 1927 and 
that many of those that remain are 
limited to distribution systems which 
purchase their current from privately 
owned generating plants. 

Perhaps a question or two will be 
permitted at this point to wit: If the 
Ontario Hydro-Electric and the mu- 
nicipal plants have had the success 
claimed for them by their advocates, 
why has it been necessary for the gov- 
ernment of the United States to spend 
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Government Operation Really Unprofitable 


“ce 


tion in the United States. 


there are no examples of profitable governmental opera- 


Should the process of govern- 


ment ownership follow the usual tendency of such movements and 

take over more and more functions it would not be many years 

until the United States would be in a position similar to that of 

Canada with the Canadian National Railways, that is, the deficits 

of its utility operations would be a serious embarrassment in 
balancing the annual budget.” 





hundreds of millions of dollars to es- 
tablish yardsticks? If yardsticks must 
be secured and studied why not use 
the privately owned plants of the 
United States which are larger than 
all of Europe combined and which 

generate and sell about forty per cent 
of the world’s total electrical output 
to less than seven per cent of the 
world’s population? 


i many cities, Seattle, Detroit, and 
Toronto, Canada, for example, the 
municipalities have taken the street 
railways and operated them. In no 
instance was the city able to continue 
their operation without an advance in 
the fares over those charged by the 
former private owners. Seattle, after 
several years of an advanced fare, at- 
tempted to reéstablish the old 5-cent 
fare that had been charged by the pri- 
vate corporation. The results were 
so disastrous that in a few months the 
advanced fare was restored. 

These municipally operated street 


railways as shown by their annual re- 
ports have had the same difficulties 
in recent years from the competition 
of other forms of transportation that 
have been suffered by the privately 
owned lines. As a matter of fact, in 
San Francisco where they have both 
publicly owned and privately owned 
street railways, the privately owned 
line has made a better showing, and 
in Seattle the suggestion has been 
made that the lines be returned to pri- 
vate ownership. 

There is nothing in the history of 
the publicly owned urban transporta- 
tion which shows a present greater 
efficiency and economy than that of 
the privately owned or which gives 
any hope for the future. 


.. yirmonaamggee measures of the efh- 
ciency of public operation of 
street railways are not reassuring. 
The Eleventh Annual Report of the 
Toronto Transportation Commission 
shows $3,000 carried to surplus in the 
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year 1932. However, this same re- 
port shows $1,057,351 credited to the 
Reserve for Replacements in 1932 as 
against $1,543,885 in 1931. There 
was no lessening of equipment or 
service in 1932 and, therefore, either 
the patrons were overcharged in 1931 
_or the company failed to meet all of 
its requirements in 1932. 

In Seattle, the 1931 Annual Report 
of the Seattle Municipal Street Rail- 
way shows an income deficit for "1931 
of $366,398. No report seems to 
have been issued for 1932 but the esti- 
mated deficit for this year was $409,- 
700. In addition in June, 1933, the 


Municipal Street Railway was in ar- 
rears on four of the twelve annual 
payments of $833,000 then due on the 
property’s purchase price of $15,000,- 
000. 


In Detroit the street railway system 
was purchased in 1922. Many years 
later Mr. John H. Morgan, city statis- 
tician, made a report to the city coun- 
cil that was a shock to those who had 
been praising the results of city own- 
ership. Discussing the report the De- 
troit Free Press said: 

In a study of the last ten years of D. S. 

R. history, Mr. Morgan reaches two main 

conclusions. First the department has not 

been managed efficiently and economically, 
and has been, and is, losing money. The 
losses for the past ten years have been 
$22,000,000. He finds the prospective loss 
for the past year is $1,000,068. 
[ cannot be said that privately 
owned street railways have fared 
much, if any, better than those pub- 
lily owned. However, the public op- 
eration of street railways has not 
given the advocates of this form of 
operation of public utilities any re- 
sults with which to build their yard- 
stick. The proof though negative 
shows that there is no magic in public 


operation which will bring profits and 
low rates to the public from a utility 
which is losing money under private 
operation. 


HERE are in the United States 

two outstanding examples of 
public ownership and operation, the 
Post Office Department and the Pan- 
ama canal. The annual deficits of the 
Post Office Department are well 
known to every one. For the fiscal 
year ending June 30, 1933, this def- 
icit was $50,683,605, and for the 
fiscal year ending June 30, 1932, it 
was $152,346,188. A recent report 
shows that the ordinary postal ex- 
penditures have been kept within the 
ordinary postal receipts in the fiscal 
year ending in 1934 for the first time 
since 1919 and that the surplus will be 
approximately $5,000,000. One of 
the ways that this was achieved was 
by ordering the employees to take pay- 
less furloughs. This department is 
not run like an ordinary business. 
There are many adjustments allowed 
by law and there are hundreds of mil- 
lions of dollars worth of buildings and 
equipment which were paid for from 
the taxpayers’ moneys and on which 
the postal department pays no rental. 


N” so many people know that 
when capital interest at 3 per 
cent is charged against the Panama 
canal this government project also 
shows a deficit. The Financial and 
Operating Statements, U. S. Panama 
Canal Zone, Year 1933, which exclude 
the cost of military and naval estab- 
lishments, show a cumulative deficit 
through the year 1933 of $17,343,671. 
In only five of the last twelve years 
have the operations shown a net oper- 
ating surplus. 
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“In many cities, Seattle, Detroit, and Toronto, Canada, 
the municipalities have taken the street railways 
and operated them. In no instance was the city able to 


continue their operation without an advance in the fares 
over those charged by the former private owners. Seattle, 
after several years of an advanced fare, attempted to re- 
éstablish the old 5-cent fare that had been charged by the 


private corporation. 


The results were so disastrous that 


in a few months the advanced fare was restored.” 


e 


These two projects are not selected 
as examples of services that should be 
privately rendered. No one can deny 
that the services of both are good and 
that there are many indirect benefits 
derived which in some measure offset 
the losses. However, it must be re- 
membered that Postmaster General 
Wanamaker, on retiring from office, 
said that the Post Office Department 
could be run much more efficiently un- 
der private management and the mails 
could be carried at a cheaper rate to 
the citizens. 

These two projects do show, how- 
ever, that there are no examples of 
profitable governmental operation in 
the United States. The government 
can make up deficits in operation to a 
certain extent from general revenues, 
but there is a limit to this. Should 
the process of government ownership 
follow the usual tendency of such 
movements and take over more and 
more functions it would not be many 
years until the United States would be 
in a position similar to that of Canada 
with the Canadian National Railways, 
that is, the deficits of its utility opera- 
tions would be a serious embarrass- 
ment in balancing the annual budget. 
i seeking a cause for this failure 

of government to receive full 
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benefits when it enters the field of 
business, one must look to the general 
nature of the people and the nature of 
the business. It is argued that com- 
petent men will serve the public with- 
out hope of large financial rewards, 
but the recent and numerous strikes 
for higher wages for less effort, even 
striking at times against the wages 
paid on relief work, show that most 
people still demand that their efforts 
shall be rewarded by what they shall 
consider adequate personal profit. 
Further, every private undertaking 
has a yardstick because of its definite 
objective—profit. The test is gain or 
loss and by this we can measure its 
success. The private promoters gain 
or lose personally. The promoters of 
public undertakings escape all material 
and generally all moral penalties. 
When inefficiency means financial 
losses, and failure to increase the de- 
mand for the utility’s service means a 
loss of opportunity for future invest- 
ment and profit, the private owner is 
much more likely to keep a close watch 
upon his employees and plant per- 
formance than will the most conscien- 
tious of public officials who, because 
of a multiplicity of other interests, will 
rest quiescent as long as there is no 
trouble with the service. 

As long as these things are true 
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there seems no escaping the conclu- 
sion that utilities which are still in the 
development stage, as are most of the 
so-called public utilities, will grow 
more rapidly and render more and 
better service to the most people when 
they are privately owned and when 
’ those who operate them are actuated 
by the so-called profit motive. 


O™ of the greatest drawbacks to 
the hope for successful opera- 
tion of utilities by the government is 
the failure of any assurance of con- 
tinuity of employment for those who 
operate the utilities. There are many 
able and devoted men in the service of 
the people and it would not be correct 
to detract one iota from their ability 
or from their faithfulness to their 
trust. However, it is true that this 
failure to assure permanency causes 
many men to look elsewhere than to 
public service for their livelihood. 
Men with families who seek security 
cannot trust to the vagaries of a pub- 
lic election. Further, the assurance 
of continuity of management is neces- 
sary for the development and per- 


formance of future policies. Only by 
the method of long-range planning 
can full advantage be taken of all de- 
velopments in the field and the maxi- 
mum economy realized in effecting 
changes. 


ome up, in the past, the yard- 
stick of business has been its effi- 
ciency and economy. When entering 
the field of business on an extensive 
scale the government must be meas- 
ured by it. If the government re- 
stricts itself to one or more fields 
which are of general necessity and of 
outstanding public interest, it can af- 
ford to make up the deficits from the 
general tax revenues. If, however, 
it expands into more and more fields, 
its taxable items will grow less and 
less. 

The decreasing tax receipts and in- 
creasing deficits will force the govern- 
ment to meet the yardstick of the 
business world. There is nothing in 
the past or present of governmental 
operation which indicates that the 
government will be able to meet this 
standard. 





Steam Railroad Taxes Paid to State and 
Local Governments > 


O’ the total $323,590,571 taxes paid to state and local governments 
by the steam railways, 8.7 pa cent, or $28,152,380 is levied against 


earnings; 83.2 per cent, or 


$269,227,355 on property and rolling stock; 


2.6 per cent, or $8,413,355 on franchises, and the balance 5.5 per cent, 
or $17,797,481 on miscellaneous items. 


The tax proceeds are allocated as follows: 
schools 45.8 per cent, or ape 


or $45,050,432; 


a rtd 13.9 per cent, 
041,456; other general 


governmental purposes, 40.3 per cent or $130 
These figures are based on tax accruals 1990 and/or 1931. 
—Committee on Public Relations of the 
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Eastern Railroads. 
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—MonTAIGNE 
“In fact, all lines of business are public utilities.” 


* 


“Business desires a slackening of reform efforts.” 


sa 


“Chasing ‘will-o’-the-wisps’ has become our national 
sport.” 


> 


“We are sacrificing our birthright without even get- 
ting the mess of pottage.” 


> 


“In the forced-recovery measures economics sees hoary 
economic error in full operation.” 


¥ 


“There is no liberty worthy of the name without 
economic freedom and social justice.” 


* 


“The guaranties of the Constitution are dismissed 
lightly, as if they were irrelevances in the present-day 
life in America.” 


¥ 


“There is no basis for the hysterical cries of those 
who see, or pretend to see, disaster ahead for the 
electric industry.” 


* 


“Perhaps it will be comforting to remember that we 
are purchasing a recovery, now, instead of just paying 
for a depression.” 


> 


“Tt is really amazing that when the Federal govern- 
ment offers municipalities all the money needed for 
a plant and system, with the added inducement of 30 
per cent as a gift, that so few have fallen for the 
political bait.” 
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Will All Electric Plants Be 
Municipally Owned? 


That depends, the author thinks, on 
the attitude of the private companies 


By C. F. LAMBERT 


HAT there is a decided trend to- 
ward the municipal ownership of 
utilities will scarcely be denied 


by the most bitter opponent of any 
governmental interference with pri- 


vate business. Even the Federal gov- 
ernment has been taking an active part 
in the furtherance of municipal utili- 
ties not only through the financial aid 
given through the PWA but more di- 
rectly through the activities of the 
TVA and other similar agencies. 
President Roosevelt in a speech 
made at Grand Coulee dam, Washing- 
ton, a $63,000,000 water and power 
project fostered by the government, 
said these Federal undertakings con- 
cerned not only the states directly in- 
volved but the nation as a whole. 
“We are going to see, I believe, 
electricity and power made so cheap 
that they will become a standard ar- 
ticle of use, not only for agriculture 
and manufacturing but also for every 


home within reach of an electric light 
line,” said the President. 

To many, this seems to be the re- 
sult of what they call the present tend- 
ency toward socialism or even radical- 
ism. They feel that it is one of the 
outgrowths of the post-war desire for 
a change in the order of things and 
an outburst of rebellion further en- 
gendered by the recent depression. 
The writer does not hold with these 
views entirely. There is no doubt but 
that the causes mentioned above have 
had their effect on the situation but 
we do not believe they are primarily 
the reason for the present trend. 


HE American people are not natu- 

rally socialistic, in the sense 
which would cause them to be desirous 
of interfering with private enterprise. 
The average business man, so called, 
whether he operates a small commer- 
cial business or a large industrial con- 
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cern, resents the interference of gov- 
ernment in the operation of his busi- 
ness. The average wage earner, 
whether he be of the white-collar class 
or the skilled or common laborer, or 
the professional man, is satisfied to 
let government constrain its duties to 
governing so long as he feels he is not 
imposed upon. 

What then has been the cause of 
this general uprising and demand for 
government, not only municipal but 
also Federal to depart from its purely 
governmental functions and enter in- 
to the power and light business? To 
the writer it seems primarily a ques- 
tion of economics; not a question of 
whether the utility is owned by a pri- 
vate concern, or by the municipality, 
or by the Federal government, but a 
question of cheap power and the only 
answer has seemed to be government 


ownership. When any article, wheth- 
er it be a kilowatt or a sewing ma- 
chine, can be made and sold at a price 
less than the prevailing price, the law 
of economics comes into play and the 
price is reduced. 


LECTRICITY, without a doubt, has 
become one of the necessities of 

our present mode of living and is not 
a luxury in any sense of the word. It 
is not necessary to enumerate the many 
uses to which it is now applied nor to 
try to predict the many further uses 
which may be found in the future. 
Most every one is quite familiar with 
this phase of the subject. Perhaps 
few people, however, not directly con- 
nected with the industry are aware of 
the tremendous growth in the use of 
electricity which has taken place in a 
comparatively few years. In the 30- 
year period from 1902 to 1932, the 


number of kilowatt hours generated 
for use in the United States increased 
from 2,500,000,000 to 76,885,000- 
000 kilowatt hours per year or an in- 
crease of 2,900 per cent. The num- 
ber of consumers had increased from 
583,000 to over 24,000,000, an in- 
crease of 4,000 per cent. 

While the depression had its effect 
on the use of electricity for commer- 
cial and industrial uses it had practi- 
cally no effect on the use of electricity 
by domestic consumers. Without at- 
tempting to quote too many statistics 
suffice it to say that the use of elec- 
tricity by domestic consumers in- 
creased rapidly until it reached a peak 
during 1932, two years after the de- 
pression began. During the year 1933 
the total use remained practically the 
same as for 1932, and in 1934 it again 
began to increase. The above facts 
are mentioned because they all have a 
material bearing on the tendency 
toward municipal ownership. 


HAT the power companies must 

be given a large measure of cred- 
it for this tremendous growth is un- 
doubtedly true, but that they have 
done so at enormous profits and at the 
expense of the public is just as self- 
evident. It is not the intention of this 
article to flay the power companies, 
nor to fail to give them credit where 
credit is due, but merely to present the 
facts as the writer sees them without 
bias or favor. 

With the growth of the use of elec- 
tricity, some of the leaders in the pow- 
er industry conceived the idea of large 
central power plants generating elec- 
tricity at low costs and distributing it 
over transmission lines to great dis- 
tances. The construction of these 
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Municipal Ownership? That Depends 


“. . are all electric plants to be municipally owned in the future? 
It would seem that that largely depends upon the power compa- 
nies themselves to decide. If the officials of the power companies 
will learn that the average citizen is not as dumb as they apparently 
think he is, and that increased business and increased profits will 
come from lower rates which are based on economically sound 
investment basis, then the cry for municipal ownership will not 
be so loud; but no doubt an increasing number of cities will con- 
tinue to see the advantage of keeping the wonderful profits of 
an electrical plant at home.” 





large central generating plants with 
the desire for lower and lower produc- 
tion costs furnished the incentive to 
the manufacturers of all types of pow- 
er plant equipment to build better and 
better machines which would increase 
the number of kilowatt hours which 
could be generated from a unit of 
fuel. This resulted in reducing the 
pounds of coal required to generate 
a kilowatt hour from 6.7 pounds of 
coal per kilowatt hour in 1902 to about 
1.5 pounds of coal per kilowatt hour 
at present. 


HE development of this equip- 

ment, the building of large plants 
and of long transmission lines, was 
not accomplished, however, without 
the expenditure of large sums of 
money. The saving in cost of produc- 
tion as compared with the older and 


smaller plants undoubtedly seemed to 
justify at the time these expenditures. 
However, it must be remembered that 
the business was largely noncompeti- 
tive and to adopt a new popular phrase 
there was no “yardstick” to measure 
at what point the cost of efficiency 
became too high. 

A city was only part of a group and 
had often no means of determining 
whether its portion of the investment 
was too great. Where state commis- 
sions determined rates to be charged 
they seldom if ever investigated the 
question as to whether the investment 
in power plants and transmission lines 
had been prudently made from the 
standpoint of economics. 

At the same time that the manufac- 
turers had been perfecting the highly 
efficient large machines they found 
that most of the improvements could 
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be adapted to smaller equipment also. 


HE municipal plants which had 

survived the purchasing cam- 
paign which the power companies had 
waged, were not standing still and 
they also took advantage of the new 
and more efficient equipment, but in- 
stalled new equipment only when it 
was proven that the saving justified 
the cost. The result today is that due 
to this development of the smaller 
steam equipment and the improve- 
ment in the Diesel engine, the large 
super-power plants have a margin in 
production cost of only a small frac- 
tion of a cent per kilowatt hour over 
the smaller plants and often at an in- 
creased investment cost per kilowatt 
installed capacity. In addition to that 
the power companies had the heavy 
investment in transmission lines 
which had almost invariably been 
made without any thought given to its 
economic soundness. 

On top of that came the holding 
companies which tried to justify their 
drains on the operating companies by 
the excuse that through their careful 
management and large purchasing 
power they were of economic benefit 
to the operating companies. The fal- 
lacy of this contention has been proven 
so many times that few courts or com- 
missions even consider it any more. 


HE problem then became an eco- 

nomic one as between an isolated 
plant serving its own community or 
extending beyond to a district which 
could be reasonably and economically 
served, and a large interconnected sys- 
tem with its expensive plant and costly 
transmission lines, with high-salaried 
officers and large interest charges. It 
is these costs, and not taxes, which 
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make it impossible for the large in- 
terconnected systems to compete with 
the isolated plant. The only way most 
cities can secure relief from these con- 
ditions is by building a municipal 
plant and hence the trend toward mu- 
nicipal ownership. 

The writer will not attempt in this 
article to go into detail as to the ad- 
vantages which many cities have 
found in owning their utilities, but it 
is a fact that all through the recent 
depression it has been the cities which 
have owned a considerable portion of 
their utilities, especially the electrical 
utility, which have weathered the 
storm with the least difficulty. 


ohh companies say that municipal 
plants pay no taxes and most peo- 
ple believe them. Technically, that is 
true of many municipal plants, but the 
saving to the consumer in reduced 
rates or in the reduction of city oper- 
ating expenses paid from the earnings 
of its municipal plant so far exceeds 
taxes that the point is negligible. 

The question then arises: are all 
electric plants to be municipally owned 
in the future? It would seem that that 
largely depends upon the power com- 
panies themselves to decide. If the 
officials of the power companies will 
learn that the average citizen is not as 
dumb as they apparently think he is, 
and that increased business and in- 
creased profits will come from lower 
rates which are based on economically 
sound investment basis, then the cry 
for municipal ownership will not be 
so loud; but no doubt an increasing 
number of cities will continue to see 
the advantage of keeping the wonder- 
ful profits of an electrical plant at 
home. 
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OUT OF 
THE MAIL BAG 


Competition Not Confiscation 


uBLic Urinities Fortnicutty of October 

25, 1934, included in the “Out of the 
Mail Bag” department a letter by Benjamin 
L. Tomes of Philadelphia, Pa. Mr. Tomes 
holds to the view, evidently, that when the 
government enters into competition in busi- 
ness with its citizens it should reimburse them 
for consequential damages. He mentions 
“stealing the business of the people without 
compensation.” 

Besides pointing out that stealing with com- 
pensation is a bit unusual, may I call atten- 
tion too to the fact that private parties con- 
tinually enter into business competition with 
one another; that, no matter how ruthless 
such competition may be, it is not commonly 
regarded as “stealing,” and that the idea of 
reimbursing a competitor for having deci- 


mated or destroyed his business is, as yet, 
astronomically distant from the ethical levels 
of present-day businessmen. 

The government, in this instance, is doing 
to private parties only what they do to one 
another. 


—ALBERT J. FRANCK, 
Richmond Hill, N. Y. 


e 


The Forgotten Man in the 
Depreciation Controversy 


N the article “The Forgotten Man in the 
Depreciation Controversy,” Mr. Nash 
seems to have forgotten the neglected and 
abused investor entirely. Men, women, chil- 
dren, institutions, and all the great army of 
investors who have invested (including the 
widows and orphans to whom Insull testified 
he sold stock) deserve some protection. It 
is bad policy to overlook the rights of the 
people who have something to lose in order 
to benefit the consumer who has nothing in- 
vested in the enterprise, unless he gullibly 
me a customer-ownership investor, in 
which case his investment needs protection. 

I have examined public utilities for the 
past thirty-two years, twenty years as a cer- 
tified public accountant in nearly every state 
in the Union, and have had much opportunity 
to observe the retirement of utility property 


and to “visualize the distinctive character of 
public utility service.” 

_ Mr. Nash’s article is excellent, so far as 
it goes; but he failed to tell the whole story. 
There is more to the example on page 571 
(Pustic Utitities Fortnicutty, Vol. XIV; 
No. 10) than was stated. He also overlooked 
the authoritative pronouncement dated No- 
vember 16, 1933, of Mr. Walter J. Fitzpat- 
rick, chief of the accounting division, and 
Mr. Malcolm F. Orten director of research 
and valuation, of the New York Public Ser- 
vice Commission at Albany. 


T= report shows clearly the effect of 
retirement accounting as used by utilities 
which evidences that Mr. Nash has forgotten 
the investor. It said: 

“It is in fact fairly obvious that if 
straight-line depreciation accounting had 
been in effect since 1920, the stocks of 
public utility operating and holding com- 
panies would not have gone as high as they 
did, because net earnings available for 
dividends would not have appeared so 
great. This fact alone would have saved 
considerable money to investors in such 
securities. If the stock of the American 
Telephone and Telegraph Company is any 
indication, it appears that they would not 
have gone so low during the depression as 
they have done.” (Page 62—italics sup- 
plied. Note: It is believed that the said 
telephone company accounted for sufficient 
depreciation. ) 

“This argument reveals, however, what 
is in our opinion the real objection of those 
in control of the utilities to the straight- 
line method or to any fixed method; name- 
ly, that it would remove the possibility of 
manipulating the net income in accordance 
with the financial policies and interests of 
those in ultimate control. If this is true, 
we would expect that the opposition would 
be strongest by large holding company sys- 
tems and weakest on the part of single in- 
dependent operating utilities, large or small. 
The record shows this to be a fact.” 
(Page 63—italics supplied.) 


HE so-called “equalized retirements 
method” of accounting for consumption 
of property is a delusion anii x, snare—a de- 
lusion because it is: misléading to ‘the stock- 
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holders and to potential investors, and a snare 
because in times of prosperity and rising 
stock markets the appropriations to deprecia- 
tion and retirement reserve appear to have 
been “held down for the purpose of showing 
large earnings and paying large dividends, 
with the result that when depression came 
there were no large depreciation reserves to 
draw upon as a stabilizing force.” 

It is my opinion that the public service 
commissions will soon prohibit the use of the 
so-called “retirement expense” method of ac- 
counting for the loss in the service value of 
property and will deduct from the rate base 
the accrued amount of depreciation the util- 
ity has collected from the consumers through 
the rates. 

—Wnut-A. CLapeER, 
Philadelphia, Pa. 


* 
Mr. Nash’s Answer 


HE criticism which Mr. Wiii-A. Clader 

has sent you of my article “The For- 
gotten Man in the Depreciation Controversy,” 
recently published in the FortNIGHTLY, im- 
plies that I have neglected the investor in 
favor of the customer. I adopted the latter 
viewpoint because most of the previous dis- 
cussions, including, my own, have given pri- 
mary consideration to the interests of the 
utility and its investors. As a matter of 
fact the suggested inconsistency between 
these two viewpoints does not or should not 
exist. A policy which in the long run is of 
advantage to customers should also prove 
of advantage to investors. The electric pow- 
er industry is an outstanding example of de- 
velopment through mutual advantage. 


Apparently Mr. Clader is as firm a believer 
in straight-line depreciation accounting as | 
am in the alternative retirement accounting. 
My opposition to the straight-line method is 
due not only to the uncertainties of useful 
life but also the fact that the only extended 
application of this method by utilities has 

subjected to widespread criticism or 
condemnation as soon as the relation between 
a mature reserve accumulation and fixed 
capital has been clearly disclosed. I see little 
advantage in adopting a program that may be 
discarded as soon as its logical results are 
known. 

The concluding words of my paper, refer- 
ring to retirement accounting, emphasize the 
necessity of “sustained fidelity in its appli- 
cation.” I am aware that there have been 
and still are illogical or unwise applications 
which Mr. Clader refers to as “manipulat- 
ing.” I do not, however, think that an 
otherwise desirable business procedure should 
be condemned because of possible abuse. If 
such condemnation were common, economic 
progress would cease as certain events of the 
past year have demonstrated. 

It is my belief that uncertainties as to use- 
ful life justify some flexibility in provisions 
for retirements, and that such flexibility is in 
the interests of investors because of more 
stable credit. Abuse of this flexibility should 
be scrupulously avoided, and my paper con- 
tains formule through the application of 
which accountants may have an increasing 
responsibility in determining the amount and 
adequacy of current appropriations. With 
such safeguards the interest of both custom- 
ers and investors should be served. 

—L. R. Nasu, 
New York, N. Y. 
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Facts Worth Noting 


CANADIANS engage in more telephone conversations than the people 


of any other country. ‘ 


* 


A TELEPHONE switchboard serving as many as 10,000 lines may have 


more than 2,000 
soldered by hand. 


* 


,000 separate connections, each of which must be 


* 


Firty-Two nations are in telephone contact with each other, and 
every nation having more than 100,000 telephones, except Japan and 
China, is in part of some world-wide chain. 


* 


x 


RAILROAD shipments i in 1933 resulting from the manufacture and use 
of motor cars ané the building of highways exceeded 2,600,000 carloads 
* and paid ‘the railroads $330,000,000 in freight charges. 
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What Others Think 





Two Good Statements on Government Ownership 


{gee government ownership contro- 
versy is assuming such significant 
proportions that one wonders at times if 
it would not be worth while for some 
sporting philanthropist, in the interest of 
getting the best results from the argu- 
ment, to establish an annual prize in the 
form of a nice check or perhaps a hand- 
some medallion or golden miniature of a 
hydro power dam, to be awarded for the 
best contribution to the subject—some- 
what after the manner of the Pulitzer 
prize awards for excellency in journal- 
ism, drama, etc. It would be better per- 
haps, if such a plan were adopted, to 
award two prizes, one for the best argu- 
ment for and one for the best argument 
against government ownership. 

All this is by way of presenting a re- 
view of two recent papers which in the 
opinion of this reviewer would qualify 
for the two awards for the most intel- 
ligent statements for and against public 
ownership of the electric utility industry 
respectively, if such awards were to be 
made for the year 1934. Of course, 
there were quite a few excellent papers 
on both sides in the form of magazine 
articles, books, and addresses, and there 
was a great deal more of second-rate 
and trivial material—also on both sides. 

In material prepared in favor of gov- 
ernment ownership, there is the com- 
mon fault of the author to confuse 
argument with epithet. The theoretical 
award ought to be given to the most 
original and intelligent article with due 
consideration for logical and pertinent 
discussion, which would eliminate a 
great deal of material that has the un- 
mistakable atmosphere of the rant and 
cant of the demagogue on the hustings. 
For one thing, the propaganda activities 
of the private industry in the era of 
1929 seems to be constantly rehashed as 
an argument why government operation 


of utility service should be attempted in 
this year of our Lord, 1935. This, of 
course, does not necessarily follow. 
That is to say, there are more pertinent 
matters to be considered before such a 
national program could be accepted by 
the intelligent skeptic. 


N the other hand, arguments op- 

posing government ownership of 
utility service have a tendency to put 
forth the real and fancied hardships of 
the private operators under “political 
persecution” as arguments why govern- 
ment operations should never be at- 
tempted. Certainly the tax burden, for 
instance, of the private utilities, unfair 
as it may seem in contrast with the tax 
exemptions enjoyed by publicly operat- 
ed plants, is small basis for a conclusion 
that public operation is of itself econom- 
ically unsound or improper for other 
reasons. 

Then too there were a number of 
good discussions during the year 1934 
which were limited to certain phases of 
the subject. For example, several ad- 
dresses by TVA Power Director Lilien- 
thal might easily qualify for serious 
consideration were it not that he con- 
fined, for obvious reasons, most of his 
attention and discussion to the specific 
problems incident to the Tennessee Val- 
ley Authority program. For the same 
reason, the forceful statements of Pres- 
ident Wendell L. Willkie of the Com- 
monwealth and Southern Corporation 
could perhaps not qualify in our myth- 
ical contest by reason of the limited 
scope of his discussion on the other side 
of the issue. 

And so having laid out an alibi in ad- 
vance so to speak, this reviewer, glanc- 
ing back over the material that has come 
to his attention bearing on public opera- 
tion of the electric industry during the 
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year 1934, recommends as his choice for 
the mythical award of the best general 
statement of reasons justifying govern- 
ment operation a little matter of three 
pages contained in a recent report of the 
National Resources Board to the Pres- 
ident of the United States. The passage 
referred to is Part I, § 1, Chap. IV, en- 
titled “Hydroelectric Power.” 


DDLY enough this section does not 

purport to have been designed as 
an argument in favor of government op- 
eration of power projects, but rather as 
a very general and broad discussion of 
the national hydro power problems. 
Nevertheless, it does give an unusually 
clear and fair statement of reasons that 
would justify American citizens in giv- 
ing serious consideration to the ex- 
pediency of government operation of 
power projects. The National Re- 
sources Board leaves to the anticipated 
report of President Roosevelt’s power 
policy committee a more detailed dis- 
cussion of power policies, but it did go 
on to point out certain major facts 
which bear on the problem of planning 
for the larger use of water power. 

The report viewed, first of all, the 
historic development of the utilization 
of energy latent in our natural re- 
sources—wind, water, coal, gas, and 
oil—all capable of being transformed 
into electric energy the most fluid and 
usable form known. Hence one of the 
objectives which national planning 
should strive to attain is to provide all 
sections of the country with all the elec- 
tric power they may require at the low- 
est possible cost. From a long-run 
point of view, it was stated, the desira- 
bility of conserving natural resources 
makes the full utilization of all avail- 
able water power seem highly desirable 
since every unit of coal, gas, or oil 
burned is so much deducted from irre- 
placeable supplies, while water power, 
on the other hand, is a self-replenishing 
resource, which is not destroyed or im- 
paired for other uses by- hydroelectric 
exploitation. On the other hand, the 
report observes, from a_ short-range 
commercial viewpoint, the comparative 
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merits of water and fuel as sources of 
electric power wear a different com- 
plexion by reason of the improvements 
in fuel generation, the low prevailing 
prices of coal, gas, and oil, and the pos- 
sibility of building fuel generating 
plants near the power markets at lesser 
cost than the price of supplying these 
markets with hydro-generated energy. 
The report states: “The advantage in 
cheapness lies decisively on the side of 
coal, gas, or oil plants, where they are 
favorably located with reference to the 
markets and fuel supply, and provided 
that they can operate their furnaces con- 
tinuously at an even rate.” 


oR this reason, it was pointed out 
that 79 per cent of the total electric 
generating capacity of the country is 
fuel burning ; 21 per cent being provid- 
ed by hydro plants. It is this matter of 
economy that gives rise to the best point 
made by the report in favor of govern- 
ment operation. It was pointed out that 
the 21 per cent hydro capacity comes 
from water-power sites which, all things 
considered, have seemed most profitable 
to develop. As matters now stand 
private enterprise is unlikely to push 
the development of water power much 
further since the remaining sites are 
mostly expensive to develop, distant 
from markets, unreliable in flow, or un- 
desirable in some other respect from 
the strictly commercial viewpoint. The 
government as a developer of water 
power, on the other hand, is in a differ- 
ent position, according to the board’s 
report: 

Government development of water power 
cannot overlook considerations of cost and 
return; but it can take a broader and a 
longer view of the returns than commercial 
companies can afford to take. The govern- 
ment is concerned with the question of con- 
serving fuel resources, touched upon in 
paragraph 2 above, in a fashion different 
from private business. Also, in developing 
water power the government should reckon 
among the gains any social benefits that 
may accrue to its citizens, though the bene- 
fits might yield no financial returns to a 
private company. Dams are erected in 
numerous cases to serve one or several pur- 
poses other than generating electricity; for 
example, to prevent floods, to prevent 
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streams from running too low in dry sea- 
sons, to facilitate navigation, or to irrigate 
farming lands. Sometimes, though not al- 
ways, the water stored behind these dams 
can be used for power without detriment to 
the chief purposes of the project. Under 
these circumstances, the capital cost prop- 
erly attributable to the generating unit is, 
not the cost of the whole undertaking, but 
merely the extra costs of installing genera- 
tors and transmission lines. Then a power 
project which would have been unprofitable, 
considered purely on a commercial basis, 
may earn a satisfactory return upon the 
cost allocated to the generating unit. 


 tyrsgeage factor that the government 
as a water-power developer may 
consider is the social desirability of sup- 
plying electricity to a larger number of 
people than now enjoy the great aid to 
life. It was pointed out that only 13 
per cent of our 6,200,000 farms have 
electricity, whereas 64 per cent of the 
farms have automobiles. What keeps 
this potential demand from becoming 
effective, according to the report, are the 
relatively high charges for electricity 
that prevail in many sections. As 
against the national average consump- 
tion of the United States of 604 kilo- 
watt hours in 1933, at a national aver- 
age domestic rate of 5.49 cents per kilo- 
watt hour, the report observed that 
Seattle has an average rate of 2.58 cents 
for average consumption of 1,098 kilo- 
watt hours. (The report, obviously in 
error, gives the consumption in terms of 
“per capita.” What is meant is most 
probably “per domestic consumer.”) 
Tacoma has an average rate of 1.726 
cents, with an average use of 1,550 kilo- 
watt hours. Twenty-six cities in On- 
tario average 1.45 cents and average use 
1,780, while Winnipeg is reported to 
have the surprisingly low rate of 8 mills 
for the amazing average use of more 
than 4,000 kilowatt hours per domestic 
customer. 


, : report concludes that if aver- 
age cost to consumers was sub- 


stantially reduced throughout the coun- 
try, tremendous increase in use would 
follow, cutting overhead costs. It was 
remarked that a reduction in cost of 
service might be effected at any of the 


three stages of electric service (genera- 
tion, transmission, and distribution), 
but that the stage of transmission, 
which ties together generation and dis- 
tribution to consumers, seems to afford 
the best opening for “systematic plan- 
ning.” Then follows a brief discussion 
of the advantages of interconnection, in 
which examples are cited in existing 
private systems in the United States. It 
was said, however, that large districts 
are still without these advantages re- 
sulting in a waste of investment as a 
result of excess capacity. It was ob- 
served that excess generating capacity 
over maximum peak loads now obtain- 
ing in Pennsylvania, New York, and 
New Jersey range from 30 to 37 per 
cent, whereas 15 per cent of excess ca- 
pacity might be taken as necessary to 
sound operation. The report sums up 
the entire problem in a very brief and 
general way in the following para- 
graph: 

The government has an interest in extend- 
ing the use of electricity as an increasing- 
ly significant item in the American stand- 
ard of living. Hence it has an interest in 
the reduction of rates to stimulate consump- 
tion. It has a special interest in the de- 
velopment of hydroelectric plants as a 
means of conserving the country’s resources 
in coal, gas, and oil. In some cases its 
plans for flood control, or other uses of 
water, would enable it to provide hydro- 
electric power as a by-product at slight di- 
rect cost. The government will not fail to 
consider as a factor in the total situation 
the large sums of capital actually invested 
by power companies. The critical ques- 
tions for the government are how far the 
elasticity of the demand for electricity and 
the economies produced by interconnecting 
transmission lines may make it possible to 
reconcile these seemingly conflicting inter- 
ests, and, to the extent that reconciliation 
is not possible, which interests should be 
given preference. 


HE other half of this reviewer’s 

mythical award—that for excel- 
lency in a statement of the case against 
government operation of utilities during 
the year 1934—would go to Merle 
Thorpe, editor of Nation’s Business, for 
his address before the Electric Institute 
at Washington, D. C., November 8th. 
Because the occasion of his address 
was a private banquet of more or less 
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local character for the District of 
Columbia, Mr. Thorpe’s speech did not 
attract the attention, perhaps, that it 
would have received if delivered on a 
more public occasion, but just the same 
it was a sterling discussion that will 
long be remembered by those who were 
fortunate enough to be present. 

Mr. Thorpe opened by reminding his 
listeners that the present-day genera- 
tion of Americans are too much inclined 
to take the modern wonders of tech- 
nical improvement for granted. The 
amazing daily advances in aviation, 
chemical industry, television, radio, etc., 
move us only to yawn and say, “Well, 
what of it?’ Likewise, the achieve- 
ments of the electric industry, which 
has grown to such an important place 
in our present plan of life that it rep- 
resents the savings of 10 million Amer- 
ican citizens and employment for 24 
million more. 

But suppose, said Mr. Thorpe, that 
we were all sitting together fifty years 
ago—the year Edison discovered the in- 
candescent light. Suppose that we had 
resolved ourselves at that time into a 
National Planning Committee on the 
general welfare of the Nation and had 
ordained among other plans that elec- 
tricity should be used, not only for the 
lighting of streets and the powering of 
factories, but for the use of all—rich 
and poor; that there should be twenty- 
four hours-a-day dependable service, 
costing the whole family less than usual 
expenditures by any one member for 
cosmetics or cigarettes ; and finally that 
the whole program should not be fin- 
anced by government subsidy but by 
voluntary investments to earn a fair and 
safe return. 


UCH a program publicly advanced 

fifty years ago by our theoretical 
planning committee would have been 
hooted and booted from one end of the 
country to the other as sheer moonshine 
product of irresponsible dreamers, ac- 
cording to Mr. Thorpe, yet all this has 


come to pass. This program has been 
carried out by a privately owned in- 
dustry that, in addition to the many 
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benefits it bestows on the people, pays 
almost a dollar in taxes to every dollar 
it pays in wages. This has come about 
because sincere dreamers invested their 
own energy and savings and persuaded 
their friends to do likewise so that their 
dream might come true. Who were 
these dreamers? Were they elected by 
popular vote or appointed by politi- 
cians? On the contrary, they came 
from accountants’ desks, sales counters, 
power line poles, and other modest sta- 
tions to compete in the test for qualities 
of executive capacity which private in- 
dustry imposes as the price of reward 
and leadership. 

It has been a long, hard road—this 
50-year plan. Mistakes were made. 
Some of the leaders stumbled. By and 
large, however, they were and are sin- 
cere and able men with a desire to see 
a job well done. They took a risk. If 
they succeeded, success was their re- 
ward. If they failed, it was their own 
hard luck. This incentive of private 
ownership is the American plan, accord- 
ing to Mr. Thorpe,—the raison d'etre 
of our economic accomplishments in 
America. Unfortunately, under the 
strain of depression we are prone to 
take these accomplishments very lightly 
—to believe that very little worth while 
was done in the past and that little done 
badly. There are many forthright re- 
formers who are willing to suggest that 
the “old order” and “Bourbonism” are 
responsible for all our troubles. And 
yet it was only five years ago that other 
nations were sending commissions to 
study our methods to find out why our 
young country had attained a higher 
standard of living than any other in the 
world. Here is Mr. Thorpe’s summary 
of what these commissions found: 


With 7 per cent of the world’s people, the 
United States has more purchasing power 
than all Europe combined. This little 
group has created and owns more than half 
the world’s wealth. From 6 per cent of the 
world’s acreage they harvest more than half 
the world’s foodstuffs. Sixty per cent of 
the minerals are extracted in America. 
Half the communication facilities, nearly 
half the railways and electrical energy have 
been developed and are in use here. Indi- 
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THE LINE’S BUSY! 


vidual transportation is triumphantly inter- 
preted in the production of 92 per cent of 
the automobile output, which is operated on 
600,000 miles of paved highways. 

This 7 per cent maintains a standard of 
living which consumes half the world’s cof- 
fee, half of its tin, half of its rubber, one 
fourth of its sugar, three fourths of its silk, 
one third of its coal, two thirds of its crude 
petroleum. 

In 1933, to bring the record down to date, 


tal spent by all other countries. Nowhere 
are there such luxurious buildings, such. a 
wealth of educational facilities. European 
schools enroll only a small percentage of 
the number of children attending American 
schools. 

Real and practical independence for wo- 
men: The “old order” provided gainful oc- 
cupations for 11,000,000 women, assimilat- 
ing 7,000,000 since 1900. - 


more than three billion dollars were spent O F course, various reasons were 
on education, an amount that topped the to- given by our visitors for Amer- 
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ica’s success. Some said it was national 
resources, forgetting that other coun- 
tries have greater resources than ours. 
Some said we had beaten other coun- 
tries in exploiting the advantages of 
mass production. Today our system is 
condemned because it is overmecha- 
nized. Some said it was our banking 
system, because it permitted courageous 
investment. Today our pre-New Deal 
banking system is held up as reckless. 
Mr. Thorpe believed, however, that the 
underlying reason for it all could be 
found in the fundamental philosophy of 
the founders of our government in 
1776—the view that political and eco- 
nomic freedom of the individual should 
be regarded as sacred by the law. Mr. 
Thorpe said: 

Our industries have grown, our stand- 
ards of living have risen to undreamed 
heights, our “average” man is way above 
the average because of the operation of 
this truly American system. This system 
is roundly denounced today and I realize 
it is most unpopular for anyone to do it 
reverence. Yet, I wonder if we really un- 
derstand it. Simply described, it means 
that an individual or a group of individuals 
can persuade you and me and John Doe and 
Richard Roe, who spend a little less than 
we earn, to pool these savings voluntarily 
and give that group of individuals oppor- 
tunity to make a dream come true. We 
lend our savings (by buying their bonds), 
or we go into partnership with them (by 
buying their stock). They employ those 
savings in some productive enterprise,—an 
electric light plant, a department store, an 
oil well. When we place those savings in 
insurance, the company, in turn, places 
them likewise in productive enterprise. 
Similarly, if we place them on deposit in 
banks or in building and loan associations, 
such enterprises keep not only our savings 
at work, but, since they are productive— 
that is, kept constantly at work—our sav- 
ings provide continuous employment for 
men. 


But when the government takes these 
savings by taxation and spends them on 
nonproductive enterprises, the amount 
left for creative enterprise is less. 
When savings dwindle through business 
stagnation, there is nothing left for pro- 
ductive enterprise. The state may bor- 
row and spend but resulting employ- 
ment is not permanent. On the other 
hand, if the state should spend on pro- 
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ductive enterprise (such as power 
plants), it competes with the source of 
its own revenue and dries up the latter. 


HEN there is the possibility of in- 
dustrial progress. The record of 
all the years, according to Mr. Thorpe, 
shows that every step in economic 
progress has been made through volun- 
tary effort of individuals. Conversely, 
political organisms have never created 
wealth-producing enterprises. Walk 
down the street and look around. Tele- 
phone and telegraph poles, department 
stores, buildings, airplanes and radio 
aerials overhead, movie houses, automo- 
biles, etc. Just think. Was a single one 
of these ever developed by a govern- 
mental bureaucracy? You may point, 
of course, to the waterworks and the 
Post Office, but even here it must be re- 
called that private creation and individ- 
ual investment pioneered, established, 
and operated waterworks and stage mail 
routes years before the state took them 
over. The record is that state capital- 
ism engages in nothing new. Lacking 
the ability to pioneer itself, it can only, 
parasite like, take over that which has 
already been pioneered, and thrive on 
operations which have already been 
made profitable by private enterprise. 
The trouble with the politicians, ac- 
cording to Mr. Thorpe, is that they 
start with the false premise that busi- 
ness is a cut and dried routine, self-suf- 
ficient and self-perpetuating. They fail 
to sense the deadening effect upon the 
spirit of men of bureaucratic harass- 
ment. But business is not self-starting. 
It requires devoted attention. Men, 
human beings, are the real “prime mov- 
ers” of American progress. If every 
salesman were to throw down his sam- 
ple case and decide that the game was 
not worth the candle, the famous 
American standard of living would fade 
out. It is the “plain and simple fact 
that the United States of America is 
kept a going concern through the inde- 
structible spirit of its salesmen.” Poli- 
ticians seem to think that $26,000,000,- 
000 worth of goods can be sold at re- 
tail annually by mere order-taking. 
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They have added a governmental “Be- 
ware!” to the abnormal sales resistance 
that business must cope with in times 
of adversity. 

Mr. Thorpe concluded by suggesting 
that we evidence our national patriotism 
by demanding of our government that it 
guarantee that nothing should be done 
to dampen the ardor or break the spirit 
of the pioneers of American industry 
which has given all of us today luxuries 


that were denied to kings and queens a 
short fifty years ago but now apparently 


unappreciated. 
—F. X. W. 


NatTIonaL Resources Boarp. A report on 
National Planning and Public Works. 
United States Government Printing Office. 
December 1, 1934. 


“Wer, THE Propre—”’ Address by Merle 
Thorpe before the Electric Institute, Wash- 
ington, D. C. November 8, 1934. 





Relationship between Utility Rates 
and Tax Rates 


6¢ A 5 PER CENT reduction in electric 
and gas rates means as much 
to the average home owner as a 20 per 
cent reduction in the city tax rate.” 
Such was the surprising statement 
credited by a writer in the November 
issue of the National Municipal Review 
to Paul V. Betters, executive director 
of the American Municipal Association. 
It was reported that this statement gave 
the mayors and other municipal officials 
assembled at a recent convention of the 
North Carolina League of Municipali- 
ties much “food for thought.” And 
well it might. Unfortunately, perhaps, 
the assembled mayors did not have at 
hand a most comprehensive and inter- 
esting survey of “Comparative Tax 
Rates for 284 Cities, 1933,” by C. E. 
Rightor of the Detroit Bureau of Gov- 
ernment Research, published in the fol- 
lowing (December) issue of the same 
National Municipal Review. Mr. Right- 
or’s excellent study not only segregates 
the city rate per thousand dollars as- 
sessed value in each community, from 
school, county, and state taxes, but he 
has also attempted the arduous task of 
adjusting the rate to actual value ac- 
cording to the estimated ratio of as- 
sessed value to the legal basis in each 
community. The result makes the ad- 
justed rate in one city fairly comparable 
to the adjusted rate in another and 
avoids the hackneyed objections that the 
town of So-and-So assesses only 50 per 


cent of value, while the town of Whosis 
assesses 80 per cent of value, etc. 


Pry nap oy only the adjusted rate 
for cities over 100,000 population 
(90 of them are listed), we find the tax 
per thousand ranging from $14.40 in 
Birmingham, Ala., to $40.60 in Fall 
River, Mass. The average annual tax 
per thousand, however, of all 90 cities 
figures out at $25.63. If we throw about 
half of this off for school, county, and 
state taxes (a very liberal proportion by 
the way), we get an average city tax of 
$12.82 per thousand. If we consider 
that the average city home owner who 
uses both gas and electricity has a dwell- 
ing of an average value of $3,500 (sure- 
ly not too high a figure), then his an- 
nual city tax bill on the average rate of 
$12.82 per thousand is $60.24. Now 
the Census Bureau’s study of the elec- 
tric industry in 1932 gave the average 
annual electric bill for residential serv- 
ice as $35, while statistical figures in the 
American Gas Association Monthly for 
December, if computed on a basis of 
average annual gas bill for domestic 
consumers (including house heating) 
give a total of $25.24—a total average 
annual bill of $60.24 for both gas and 
electricity, as compared with the average 
annual tax bill of $45.07. Applying 
Mr. Betters’ figures, a tax reduction of 
20 per cent would mean an annual sav- 
ing to Mr. Average Home Owner of 
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$9.01, which would be just about 200 
per cent more beneficial to him than a 
5 per cent gas and electric rate reduc- 
tion, amounting to $3.01, or less than 
a penny a day. 


Bryce er on Mr. Betters’ state- 
ment, Patrick Healy, III, executive 
secretary of the North Carolina League 
of Municipalities, takes the view that it 
is the duty of municipalities to organize 
to seek ways and means to reduce utility 
rates charged against their citizens. He 
stated : 

If we are interested in reducing the cost 
of living to our communities, we should 
look not only toward the governmental costs 
but also to all other elements going to make 
up the total cost of living—especially the 
utilities services. Much has been written 
and spoken about curtailment of municipal 
budgets and expenditures, but the bankers 
and budget committees have said little or 
nothing as to reduction of utility rates. 
When we consider that the public pays in 
local utility rates about 10 per cent more 
in money than it does in local taxes, there 
is no logic in the predominance of the is- 
sue of governmental costs to the absolute 
exclusion of the issue of utility charges. 


Fyne ge the reason for the wide- 
spread public antagonism which 
he finds toward public utilities, Mr. 
Healy thinks that while resentment 
toward utility monopolies, disillusion- 
ment from unsound utility financing, 
and other utility deficiencies might be 
responsible to some extent, the failure 
of utilities to reduce rates is the chief 
reason. He reviews the cost-of-living in- 
dex (Department of Labor) decline of 
22.9 per cent from 1929 to 1932 and 
compares it with a decline of 5 per cent 
in domestic gas rates and 4.5 per cent 
in domestic rates in the same period. 

And how may the municipalities ac- 
quit themselves of this duty to seek util- 
ity rate reductions for their citizens? 
Mr. Healy suggests affiliation with state 
leagues of municipalities—voluntary as- 
sociations of cities, villages, towns, and 
counties for the purpose of advancing 
the best interests of municipal govern- 
ment. He proposes the organization of 
a utilities bureau in conjunction with 
the league set up to “provide efficient 


and systematic professional service in 
utility matters at minimum cost to com- 
munities included in the league.” Such 
a state bureau would be separately or- 
ganized and financed, but its activities 
would be conducted in coéperation with 
the American Public Utilities Bureau. 
Mr. Healy concluded: 

These are only a few examples of how 
the leagues of municipalities represent the 
public’s interests in utility rates and policies. 
Although they have their effect, these at- 
tempts on the part of the leagues are only 
spasmodic and at best they only represent 
a scratch on the surface. What is needed is 
a definite and continuing policy of study and 
analysis of utility problems, such as is con- 
templated in our plan for a permanent util- 
ities bureau to be established in connection 
with the leagues of municipalities. 


N the other hand, Mr. Frank T. 

Post, president of the Washing- 
ton Water Power Company, believes 
that municipalities might well make 
some effort, in the interest of the tax- 
payers, by requiring those of their num- 
ber who own municipal plants to pay 
taxes on them. Addressing an annual 
convention of the Independent Tele- 
phone Users Association, Mr. Post re- 
viewed the amount of taxes which are 
lost yearly in the state of Washington 
by the failure of municipal plants to pay 
property taxes. He gave one example 
of a city plant of which it is claimed 
that its profits from operation are suf- 
ficient to retire plant bonds at the rate 
of $6,000 a year. Mr. Post added that 
if the plant were required to pay the 
same taxes at the same rate imposed on 
private utilities, such taxes would 
amount to $6,900 a year. He pointed 
out that under the tax-exempt status of 
municipal plants, Washington cities op- 
erating their own utilities are subsidized 
by farmers, home owners, and other 
taxpayers throughout the state to the 
extent of the amount of tax funds that 
would be produced if the exemption 
were eliminated. Appealing especially to 
the rural citizenry, Mr. Post stated: 


All property devoted to business should 
be on the tax rolls and this includes the city 
water systems, a subject not often discussed. 
The farmer may get his water for domestic 


100 





PUBLIC UTILITIES FORTNIGHTLY 


and irrigation purposes from a well or a 
spring or a stream, with pipe lines connect- 
ed thereto. That is his water system and 
that property is a material factor in fixing 
the value of his farm. It goes on the tax 
rolls. There is no just reason why the city 
dweller should get water for domestic and 
irrigation purposes from a community- 
owned system free from taxation. The tax- 
es that the city water systems do not pay 
must of necessity be paid by the same farm- 
ers who pay taxes upon their own water sys- 
tems and by other taxpayers in the state, 
including telephone companies and all other 
industries and businesses in the state. 


i view is shared by many pro- 
gressive advocates of public own- 


may be wise in abandoning this practice to 
include as part of the production cost a tax 
comparable to that which would be charged 
if the plant were privately owned or man- 
aged. But in view of the tremendous im- 
portance of electrical energy in our urban 
civilization, voters and taxpayers might bet- 
ter keep their municipal establishments tax 
exempt, eschewing all attempts to have them 
make a “profit,” and striving to secure the 
lowest possible rates and the highest pos- 
sible utilization. Private ownership will 
then have a real incentive to lower its costs 
to a competitive level, and the utility can 
take its place as a bona fide service func- 
tion to the local government. 


4 the imposition of taxes on 
utility service means higher rates 
and more restricted use is just as true 
of private utility service as it is of mu- 
nicipal plants was shown by the warn- 
ing delivered by Chairman Milo R. 
Maltbie, of the New York Public Serv- 
ice Commission, to the officials of New 
York city against excessive taxation of 
utilities. He said: 


ership. David E. Lilienthal, power di- 
rector of the TVA, addressing the Ro- 
tary Club of Memphis, Tenn., on Octo- 
ber 17, 1933, stated: 


The item of taxes in public power opera- 
tions has been the subject of confusion and 
misinformation and I would like to discuss 
it for a moment. The principle, as I see it, 
can be worded in this way. A public power 
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system should bear the burden of taxes 
which it would pay if it were privately 
owned. A public power system should con- 
tribute its share of taxes to the general 
fund. This has for years been the estab- 
lished practice in well-managed power en- 
terprises. 


While on the subject of utility taxes, 
it might be well to giance at another ar- 
ticle in the November issue of the Na- 
tional Municipal Review by Wade S. 
Smith of the National Municipal 
League, entitled “The Municipally 
Owned Utility: Profits or Service?” 
Mr. Smith clearly states a general prin- 
ciple that is all too often forgotten in 
utility taxation: “The greater the taxes 
the higher the rates and the more the 
restriction to use.” Summing up the 
reasons for his view that municipal 
plant rates should not be compelled to 
share the burdens of the cost of gov- 
ernment, either as a direct tax or an 
indirect tax in the form of large profits 
for the benefit of the general fund (tax- 
less town), Mr. Smith concluded: 


There seems little likelihood that there 
will be any wholesale abandonment of the 
principle of exempting municipal utilities 
from taxation. In some instances where ci- 
ties have been accustomed to secure large 
revenues from municipal utility “profits” it 


Upon the one hand city officials are de- 
manding lower rates; but at the same time 
they are making lower rates impossible by 
increasing the cost of rendering service. 

; Is it fair that the customers of cer- 
tain utilities be burdened through higher 
rates due to additional taxes in order that 
the users of another utility service may be 
charged less than the cost of rendering that 
service? 


Chairman Maltbie’s reference to “an- 
other utility” was generally construed to 
mean the New York subway system in 
which the city is itself financially inter- 
ested. Notwithstanding this warning, 
the city aldermen voted to boost the util- 
ity gross receipts tax to 3 per cent dur- 
ing 1935, excluding the independent 


subway system. 


Tue Prace or Leacues oF MUNICIPALITIES 
IN REPRESENTING THE PuBLic’s INTEREST IN 
Urmiry Rates AND Poricies. By Patrick 
Healy, III. National Municipal Review. 
November, 1934. 


TAXATION AND LegcistaTion. Address by 
Frank T. Post before the 19th Annual Con- 
vention of the Independent oe As- 
sociation of Washington. June 22, 


Tue MunicrpALtty Ownep Utiity; Pell 
or Service? By Wade S. Smith. National 
Municipal Review. November, 1934, 
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The March of Events 





President Confers with Power 
Executives 


LTHOUGH swamped with executive busi- 
ness during the middle of December 
prior to the convening of the 74th Congress, 
President Roosevelt deemed it advisable to 
confer with representatives of the privately 
owned power industry concerning the criti- 
cal situation which has arisen as a result of 
the power policy of the national government. 
Among those who visited the White House 
were former Secretary of War Newton D. 
Baker, who as special legal adviser for the 
Edison Electric Institute was reported to 
have discussed with the President the con- 
stitutionality of the Tennessee Valley Au- 
thority’s activities in the power business; 
Wendell L. Willkie, of the Commonwealth 
and Southern; Preston S. Arkwright, presi- 
dent of the Georgia Power Company; Floyd 
L. Carlisle, chairman of the board of the 
Niagara Hudson Company; Thomas N. Mc- 
Carter, president of the Edison Electric In- 
stitute. During these conferences, the Presi- 
dent let it be understood that some utility 
executives were seeking to effect a truce with 
the government, but at the same time TVA 
Power Director Lilienthal advised certain 
Alabama municipalities to proceed with their 
postponed plans to build duplicate distribu- 
tion systems on the alleged ground that ob- 
structionist tactics by the private power in- 
dustry had made the chance of success re- 
mote for peaceful negotiations between the 
TVA and the private companies for the 
carrying out of the TVA power program. 
The action by Director Lilienthal was taken 
ostensibly because of preferred stockholders’ 
suits in Alabama against the TVA purchase 
of utility properties which resulted in Federal 
Judge Grubb’s opinion indicating that some 
TVA activities are unconstitutional. 
Subsequently, A. C. Garber, chairman of 
“the committee of stockholders who instigated 
the suits resulting in Judge Grubb’s opinion, 
made public a statement denying that the 
private power industry had any connection 
whatever with the suit by the preferred 
stockholders and alleging that the action was 
taken independently by organized security 
holders, whose interests would be destroyed 
if the TVA program were carried out. 
With the doubt of constitutionality thus 
cast upon the TVA projects by a Federal 
judge, following a similar opinion by two 
recognized constitutional authorities—New- 
ton D. Baker and former Representative 
James N. Beck of Pennsylvania—Mr. Mc- 
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Carter, in a prepared memorial to the Presi- 
dent (subsequently made public to the press 
with the President’s permission) proposed 
that the Federal government codperate with 
the private electric industry in taking action 
to speed a final determination of the consti- 
tutional question by the U. S. Supreme Court. 
Mr. McCarter took the position that the Fed- 
eral government, by reason of its important 
commitments to a hydro power construction, 
should be just as interested in clearing up 
the legality of its own position as the pri- 
vately owned electric industry. What was 
generally regarded as an answer to Mr. Mc- 
Carter’s proposal was given shortly after in 
a statement by Chairman Frank R. McNinch, 
of the Federal Power Commission, said by 
some to have been speaking for the admin- 
istration. 

Chairman McNinch flouted the idea that 
the Federal government would join in any 
actions seeking to cast a doubt as to the le- 
gality of its own policies. He stated that 
“in all the history of the American govern- 
ment no parallel for such a proposal can be 
found.” It was subsequently pointed out by 
Washington observers that the government 
has on a number of occasions been a willing 
party to friendly suits to test the legality of 
laws and transactions, and, in some cases, 
has even urged court interpretation to clar- 
ify particular situations. 

It was recalled that Congress itself has 
recognized the propriety of somewhat sim- 
ilar action by passing the Declaratory Judg- 
ment Act at the last session of Congress, 
under which Federal district courts may 
decide matters of questionable legality with- 
out undue delay. 

That the President was not supposed to 
join in a truce with the private power indus- 
try at this time was seen by the President’s 
subsequent actions in personally interesting 
himself in the New York city dispute over 
electric rates for municipal lighting. It was 
reported that the White House had arranged 
for a conference between the President and 
Mayor La Guardia of New York city on 
this subject, which involved the building of 
municipal plants for city service in New 
York. The President also let it be known 
that he plans to initiate action looking toward 
lower electric rates for Federal government 
properties throughout the country. 


Other Power Projects 


N addition to the National Resources Board 
report mentioned above, discussion of oth- 

















er Federal and local power projects occurred 
in Washington during the week of December 
17th. Senator Norris (R.) of Nebraska re- 
vived discussion of his scheme (dropped the 
last session of Congress) for a. Missouri 
Valley Authority. 

The plan will be to make Fort Peck dam— 
already authorized—the nucleus of another 
TVA. Representative Disney of Oklahoma 
likewise announced that he will reintroduce 
his bill for the creation of the Arkansas, 
Red, and White Rivers Basin Commission, 
also similar to the TVA plan. In Nebraska, 
two power districts which received PWA 
loan-grants of nearly 15 million dollars were 
considering plans to link the Platte and Loup 
developments, for which another 23 millions 
of Federal money may be sought. 

The new PWA allotment for the Caballo 
dam in New Mexico gave rise to hopes in 
that section for a duplication of the TVA 
experiment along the Rio Grande river. 

Texans in Washington were hoping for 
favorable reception of pleas for 50 millions 
of Federal funds to develop the Brazos river 
project recently approved by the December 
legislature—one of the sections recommended 
by the National Resources Board for further 
study. However, news came that the Pacific 
Northwest Regional Planning Conference had 
refused to endorse a Columbia Valley Author- 
ity to include Grand Coulee and Bonneville 
dams. Instead, it was reported that efforts 
would be directed toward inducing the Fed- 
eral government to undertake the construction 
of the “high dam” at Grand Coulee, making 
the project primarily one of irrigation and 
adding more than a million productive acres 
to existing farm lands. 

While local conflict of opinion as to the 
proper set-up of the administration of the 
Federal power projects in the Northwest thus 
existed, it became known that TVA Power 
Director Lilienthal will visit the section early 
this spring to study the situation. 


National Resources Board 
Reports 


O* December 17th there was made public 
the report to the President of the Na- 
tional Resources Board, suggesting, among 
other things, a permanent board to develop 
natural resources and power. Although it 
contained a chapter on hydroelectric power, 
it discussed in a general way the reasons for 
and problems surrounding exploitation of the 
national water-power resources whether by 
the Federal government or by private indus- 


try. 

The report left the main discussion of pow- 
er policies to the anticipated report of the 
National Power Policy Committee, appointed 
last summer by the President. The National 
Resources Board suggested, however, intense 
study of seventeen watersheds throughout the 
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country, most of which include possible pow- 

er projects. The report also outlined a pro- 

gram for long-time planning which, if adopt- 
ed in full, would entail expenditures ultimate- 

y oeeresating the total of 105 billions of 
ollars. 


Students Survey Power 
Consumption 


R= reaching Washington in late De- 
cember from widely separated points, to 
the effect that the Federal Power Commission 
has been sponsoring a survey of gas and elec- 
tric rates by college students proved upon in- 
vestigation in Washington to be at variance 
with the facts. 

Students in 84 colleges throughout the 
country, however, who are being aided by the 
Federal Emergency Relief Administration 
(FERA), have, it became known, been as- 
signed to make a survey of appliances par- 
ticularly in homes where gas and electric 
ranges have been interchanged. The infor- 
mation is sought by the Federal Power Com- 
mission in a study of load factors and their 
bearing upon electric rates. The commis- 
sion, it was said, is not directly interested in 
gas rates. 


Inland Water Plan 


MPROVEMENT of Mississippi navigation 

from St. Paul to the Gulf and develop- 
ment of the St. Lawrence seaway as two of 
the War Department’s chief objectives in “a 
grand plan for bringing to the interior of 
the continent the benefit of cheap water 
transportation,” Secretary of War Dern de- 
clared in the report on civil activities of army 
engineers, submitted to the President Decem- 
ber 18th 

The report includes fifteen Minnesota nav- 
igation, power, and flood control projects on 
the Mississippi, the Red river, Northern Min- 
nesota boundary waters, and the Lake Su- 
perior watershed in a list of 1,600 water de- 
velopments involving 8 billion dollars for 
which army engineers have made studies and 
completed plans. 


Urge Gas Probe 


ENATOR Nye (R.) of North Dakota an- 
nounced that he will seek investigation 
of the natural gas industry, declaring that 
that industry is as deserving of investigation 
as the power industry was represented to be 
when the Senate considered the Walsh reso- 
lution in 1928. The Senator suggested that 
an investigation of natural gas would result 
hy substantial reduction in the national gas 
iil. 
The immediate basis of the North Dakota 
Senator’s announcement appeared to be a 
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brief filed by Mr. Frank Parish in a Dela- 
ware court proceeding, involving the Mis- 
souri-Kansas Pipe Line Company, in which 
allegations were made that attracted Senator 
Nye’s attention. Behind the Senator’s state- 


ment was seen, as a part of the background, 
the report by the Federal Trade Commission 
last August on its power utility investigation, 
tending to show that the major part of the 
natural gas and pipe-line industry is concen- 
trated into the hands of four groups. It was 
rumored in Washington that Senator Nye 
himself might seek to conduct such an in- 
quiry if authorized. 


Single Telegraph System 


HE Federal Communications Commis- 

sion has decided to recommend legisla- 
tion permitting creation of a single telegraph 
system in the United States, according to a 
Universal Service dispatch from Washing- 
ton, December 18th. 

Recent hearings failed to convince the 
members that any merger in the telegraph 
field should be compulsory. They are con- 
vinced that if such mergers are permitted by 
law, the major units—Western Union and 
Postal Telegraph, and the R.C.A.—will vol- 
untarily combine. 

The tentative draft to be presented to Con- 
gress will provide adequate protection to 
labor against wholesale dismissals following 
consolidations. 

Though the full commission has not yet 
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passed upon the provision to safeguard work- 
ers, members of the telephone division, which 
held extended merger hearings, are reported 
in agreement that the nation’s roll of unem- 
ployed shall not be further lengthened by any 
action they will urge. 


Private Tax on Public Plants 


RIVATE utilities, prior to 1929, conducted a 

mass propaganda campaign to defeat large 
Federal and scores of municipally owned 
power projects, according to the recent Fed- 
eral Trade Commission report to the Senate 
relating the history of the privately owned 
power industry during the era prior to 1929 
as revealed by the commission’s investiga- 
tion. 

The commission charged that at that time 
electric and gas companies attempted to de- 
feat the Muscle Schoals and Boulder dam 
projects, the Ontario Hydro Electric plant 
and many local plants. Municipal projects 
which were reported to have been subjected 
to adverse propaganda were the publicly 
owned power plants of Seattle; Cleveland; 
Los Angeles; Springfield, Illinois; and Pon- 
ca City, Ok lahoma. 

The report also alleged that the utilities 
spent thousands of dollars in California be- 
tween 1922 and 1926 in an effort to defeat 
water and power legislation and in Washing- 
ton state between 1924 and 1930 opposing 
similar measures. 


Alabama 


Decatur Lines for TVA 


NGINEERS December 14th were under in- 

structions from the Decatur city coun- 

cil to proceed with construction of a munici- 

pal electric distribution system to obtain pow- 

er for consumers direct from the Tennessee 
Valley Authority. 

This is the first of the 14 municipalities in 

. which the Tennessee Valley Authority pro- 

posed to purchase existing systems from the 


Alabama Power Company, and sale of which 
now is the subject of litigation in U. S 
District Courts brought by a group of pre- 
ferred stockholders, to take such action. 

The new municipal system will be con- 
structed with funds granted by the Public 
Works Administration for the purpose, a 
loan contract for which already has been ex- 
ecuted. Engineers estimate the new munici- 
pal system, modern in every respect, will 
cost $268, 


Arizona 


Verde River Law Enacted 


HE Verde river irrigation and power dis- 
trict water right extension measure has 
become a law without the signature of Gov- 
ernor B. B. Moeur, according to the Phoenix 
Gazette. 
The governor transmitted the law to Sec- 
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retary of State James H. Kerby and accom- 
panied it with a letter stating that there was 
a question in his mind as to whether the 
Verde came within the scope of his call con- 
vening the special session. 

The reénacted municipalities, public works, 
and cities and towns acts were signed by 
the chief executive. 
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Florida 


“Free Gas” 


HE Florida Public Service Company and 

its affiliate, The Sanford Gas Company, 
recently inaugurated new gas rate procedures 
incorporating what the company terms the 
“free gas” use principle, according to the 
- American Gas Association’s Information 
Service. Under the new schedule, customers 
whose consumption of gas for the current 
month does not represent a decrease over the 
corresponding month of last year, may use 


certain quantities of additional gas without 
charge. If, for example, a bill averaged $4 
a month for a consumption of 2,000 cubic 
feet, the customer may use an extra 500 cubic 
feet at no additional cost. Other ratios are 
shown in the table. 

The new rate schedule announced by the 
Florida Company is modeled upon the Imme- 
diate and Objective Rate Plan used by the 
Alabama Power Company, Georgia Power 
Company, and the Tennessee Electric Power 
Company in their electric rates. 


. » 
Georgia 


Gas Rates Reduced 


OMESTIC gas rates throughout 21 of the 

22 cities of Georgia using gas were re- 
duced by orders of the Georgia commission 
from 9 to 20 per cent. The commission esti- 
mated that the cuts would save gas consum- 
ers on the basis of present consumption ap- 
proximately $353,058. The percentage of 
reduction in the charge in the various towns 
are as follows: Americus, 144 per cent, 
Athens, 164 per cent, Augusta, 154 per cent, 
Brunswick, 10 per cent, Gainesville, 114 per 
cent, Valdosta, 9 per cent, Waycross, 15 per 
cent, Atlanta, 104 per cent, Columbus, 20 
per cent, Griffin, 134 per cent, Macon, 174 
per cent, Rome, 134 per cent, Savannah, 164 
per cent, Georgia Naturai Gas Corporation 
(serving Forsyth, Cedartown, Carrollton, 
Calhoun, Newnan, Thomaston, Milledgeville, 
Rockmart, and Barnesville 9 per cent. 
of the gas companies opposed reductions, say- 
ing their operations and income did not 


justify a gas rate reduction at the present 
time. 


Delay Power Rate Probe 


HE Georgia Public Service Commission 

has postponed its projected inquiry into 
commercial power rates of public utilities 
operating within the state until January 21st 
at the request of the companies. 

The board announced that it would hear 
evidence from the Georgia Power Company 
on January 21st and from the Savannah Light 
and Power Company January 24th. 

Vice Chairman George Goode, of the com- 
mission, said that the board desired more to 
adjust rates than to lower them and called 
on the utilities for customer analyses which 
officials of the companies said would be pro- 
duced. 

There are about 40,000 stores, shops, offices, 
and the like served as commercial customers 
of the power companies. 


Illinois 


Utilities Exempt from Sales Tax 


T= Illinois Supreme Court ruled on De- 
cember 20th that utilities, either private- 
ly or municipally owned or operated, need 
not pay the 2 per cent state retail occupa- 


tional tax (popularly known as the sales 
tax) on their sales of electricity, s, or 
water. The ruling according to members of 
the state department of finance will cost the 
state approximately $4,800,000 a year in rev- 
enue which had been anticipated. 


Kansas 


Utility Rates Reduced 


Fig seen in natural gas rates at An- 
thony was approved recently by the cor- 
poration commission, according to The To- 
peka State Journal. The Western Natural 
Gas Company, which serves the town of An- 
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thony, applied for the reduction in gas rates. 

The Southwestern Bell Telephone Com- 
pany was granted permission to reduce from 
$1 to 50 cents the charge for restoration of 
service discontinued for nonpayment of bills 
in cities where there are 2,000 or less tele- 
phone customers. 
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Kentucky 


City Tax on Utilities 


N an opinion involving several hundred 

thousand dollars of taxes which the city 
of Louisville seeks to collect from the Louis- 
ville Gas and Electric Company, the court of 
appeals has held that the city is not permit- 
ted to collect taxes on its own assessment of 
the company’s tangible property, but may levy 
on its assessment of the company’s franchise 
value, according to The Courier-Journal. 


The opinion, written by Judge Richard 
Priest Dietzman and concurred in by the 
whole court, overruled in part and sustained 
in part the city’s motion to dissolve a tem- 
porary injunction obtained by the gas com- 
pany in Jefferson Circuit Court. The cir- 
cuit court order enjoined the city from col- 
lecting city taxes on either assessment made 
by the city assessor, taking the stand that 
the right to make the assessments was vested 
solely in the state tax commission. 


* 


Louisiana 


Utilities Pay Probe Costs 


HE public service commission recently 
began an investigation into the rates be- 
ing charged by the Southern Bell Telephone 
and Telegraph Company, the New Orleans 
Public Service, Inc., and the Baton Rouge 
Waterworks Company, and instituted pro- 
ceedings relative to the gas and electric rates 
being charged by the Baton Rouge Electric 
Company, according to The Times-Picayune. 
The hearings in the Baton Rouge Water- 
works and New Orleans Public Service cases 
were continued until an investigation is made 
by the commission. The hearing in the tele- 
phone case was begun and after several wit- 
nesses had testified, was laid over until Jan- 
uary 24th. The Baton Rouge Electric Ccm- 
pany was cited to appear on December 27th. 
Mark Wolfe of New York, who was em- 
ployed by Huey P. Long in 1921 and 1922 
as auditor for the Louisiana Public Service 
Commission in utility investigations, was em- 
ployed by Senator Long, acting as counsel 
for the commission. 

Attorneys for the Baton Rouge Water- 
works Company agreed to permit a complete 
examination of their records and to pay up 
to $2,000 as the cost of the inquiry and at- 
torneys for the New Orleans Public Service, 
Inc., agreed to pay expenses up to $10,000 


for the investigation of their own records. 

The agreements were made after Senator 
Long had threatened to call the legislature 
into special session during the current week 
to raise the supervision and inspection fee 
passed against the utilities unless the utilities 
would agree to pay for the costs without 
protesting the right of the state to collect 
it as had been done by the New Orleans Pub- 
lic Service. 


New Utility Legislation 


Au the numerous bills passed by the re- 
cent special session of the legislature 
drafted under the sponsorship of United 
States Senator Huey P. Long were the fol- 
lowing three measures affecting the utilities: 
House Bill 20—Increasing the corporation 
franchise tax from $1.50 per thousand dollars 
of capitalization to $2 per thousand, and ded- 
icating the additional 50-cent increase to 
Louisiana State University; House Bill 23— 
Amends the public utilities tax to provide 
that the state will take a proportion of all 
business into, out of, or within the state, as 
in California, instead of merely on the intra- 
state business as at present; House Bill 34— 
Placing warehouses under the jurisdiction of 
the public service commission as to rates, 
—— etc., by making them public utilities. 


M iain 


Mayor Asks Delay of 
Rate Increase 


Mee Couzens has requested the Detroit 
City Gas Company to postpone for 
sixty days the effective date of its announced 
increase in rates, according to the Detroit 
News. The increase was scheduled to go into 
effect January 8th. 

Couzens also has asked permission for city 


106 


auditors to go through the company’s books 
to ascertain the necessity for the increase. 

Pointing out that about two and a half 
years ago it voluntarily reduced its rates, the 
company contends increased costs now make 
the increase in rates necessary. The new 
rates would result in a 6 cents per month in- 
crease for customers whose monthly use is 
1,000 cubic feet or less, and 18 cents per 
oa increase for those using 3,000 cubic 
eet. 
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Mississippi 


Jackson Power Plans 


HE city council of Jackson on Decem- 

ber 18th enacted an ordinance calling for 
an election January 19th for its suggested au- 
thorization of the issuance of $1,500,000 rev- 
enue bonds with which to construct an elec- 
‘tric power plant and install a municipal dis- 
tribution system. At the same time members 
of the council refused a second compromise 
reduction of $163,000 offered by the Missis- 
sippi Power and Light Company which now 
serves the community. The council ordered 
into effect as of January 3rd a reduction in 
electric rates of 25 per cent as provided in an 
ordinance which was enacted about two weeks 
previous. 


Towns Seek TVA Power 


2 eee from 48 north Mississip- 
pi municipalities organized preparatory 
to requesting Tennessee Valley Authority to 
extend power to the communities at a meet- 
ing in Cleveland, Mississippi, on December 
18th. One hundred and two mayors and other 
officials attended the meeting, called by Mayor 
Milton C. Smith of Greenville. After a ses- 
sion during which the possibilities and ad- 
vantages of securing Tennessee Valley Au- 
thority power were considered, a committee 
reported with nominations to form the per- 
sonnel of the new organization that will be 
known as the Northwest Mississippi Elec- 
tric Power Association. 


New Mexico 


PWA Aids Power Project 


peraeer of a duplication of the Tennes- 
see Valley Authority on the Rio Grande 
with cheap hydroelectric power generated at 
the Elephant Butte dam was indicated recent- 
ly in the public works allotment of $100,000 
additional for the Caballo dam in New 
Mexico, according to the Dallas Morning 


ews. 

“The additional allotment,” the PWA said, 
“is to make provision for raising the Caballo 
dam at a later date to make possible the de- 


velopment of power at the Elephant Butte 
dam, which is above the Caballo dam.” 


Seek Appraisals Fund 


HE state tax commission recently indicat- 

ed it would ask the legislature for an 
appropriation to appraise 94 public utilities 
in the state, according to The El Paso Times. 
It was expected that several thousands of 
dollars would be added to taxable valuations 
of the companies should the appraisals be 
made. 


New York 


City Power Plant Planned 


EDERAL funds for the construction of a 

power plant by New York city to supply 
electric current to municipal and Federal 
buildings were tentatively promised to Mayor 
La Guardia in Washington, December 19th, 
as he carried to the White House his con- 
troversy with public utilities, which grew out 
of the refusal of the city administration to 
accept and approve bids submitted by private 
electric utilities for the supplying of service 
to the city for street lighting and other mu- 
nicipal purposes. The reason for the rejec- 
tion of the bids was said to be because rates 
quoted therein were “exorbitant.” After his 
conference with the President, Mayor La 
Guardia conferred with Secretary of Interior 
Ickes with respect to a PWA loan for con- 
struction of a city-owned plant, stating that 
if he can get the money the electric plant can 
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be put into operation by the spring of 1936. 

E. Backenhus, public works officer of 
the New York Naval District who accom- 
panied Mayor La Guardia, said that the Fed- 
eral government will submit a plan for co- 
6peration with the city in providing for the 
power set-up and will codperate closely in 
an effort to put through the project. Legal 
experts in New York and Washington, how- 
ever, raised the question as to the legality of 
any attempt on the part of the city to con- 
struct or operate a municipal power plant or 
issue bonds for such purposes without a ref- 
erendum. Subsequently Mayor La Guardia 
admitted that the city might confine the 
operations of the proposed plant to serving 
the city and possibly the Federal government. 
This could exclude plans for electric service 
to the private power consumers of the city 
of New York, as has been previously re- 
ported. 
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North Carolina 


Utility Reduces Rates 


Vas reductions in rates to bring an 
estimated saving of $34,641 annually to 
customers of the Durham Public Service 
Company have been announced by Stanley 
Winborne, state utilities commissioner. 
Domestic consumers will save $11,641 an- 
nually under the company’s new residential 
rate, which is lower than the recently adopt- 
ed flat rate of the Carolina Power and Light 
Company, but higher than that company’s 
inducement rate. The Durham firm has ap- 
proximately 8,000 domestic consumers. 
Commercial consumers will save $23,000 an- 
nually under the new rate, which will be- 
come effective on January Ist, Mr. Winborne 


said. There are approximately 1,500 com- 
mercial customers of the Durham Company, 
which serves only Durham and its suburbs, 
exclusive of the Duke University area, served 
by the Duke Power Company. 

The reductions were secured following a 
series of conferences, according to Commis- 
sioner Winborne, who also said that they had 
been accepted by the commission “without 
prejudice until further investigation.” 

Two years ago the company made sub- 
stantial reductions in its low bracket rates, 
Under the new reductions, savings to con- 
sumers will begin at 20 kilowatt hours, the 
old 8 cents per kilowatt hour for consump- 
tion under that figure remaining in effect in 
the new schedule. 


Ohio 


Raises Utility Excise Tax 


Ga George White signed a sales tax 
measure December 13th, by which a util- 
ities’ excise increase is expected to bring in 
$3,000,000 of the $70,500,000 revenues sought 
for schools and local governments in 1935. 
The estimated income from the utility tax 
hike is distributed for county welfare pur- 
poses according to the Columbus Evening 
Dispatch. 

Although the tax measures are operative 
under the legislative mandate on January 1, 
1935, the sales tax probably could not be col- 
lected before January 15th, according to the 
state tax commission. 


Phone Rate Schedule Filed 


NDER protest, the Ohio Bell Telephone 
Company recently submitted to the pub- 
lic utilities commission a flat rate schedule 
for subscribers in Cleveland, according to the 
Columbus Evening Dispatch. 
The new schedule, which would supplant 
the present measured service rates, will be 
used by the commission only in considering 


the northern Ohio city’s rate structure. 

As part of its work in arriving at a fair 
rate for the company, which has opposed any 
reduction, the commission will set a new 
schedule to supplant increased rates now in 
effect which have been collected under bond 
since 1925. 


> 
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The commission will attempt to determine 
the advisability of substituting flat rates for 
measured service. 

The company submitted a brief in which it 
called attention to the fact that the commis- 
sion had refused to allow it to present evi- 
dence as to the value of its Cleveland prop- 
erty, which it contends is violation of con- 
stitutional provisions. 

The rates filed under protest provide for 
the following scale: One-party line, $5.25 
per month; two-party, $4 per month; éxten- 
sion, 85 cents each. Flat rates for four- 
party lines are not provided, but instead the 
charge would be $2.85 for 60 calls, with a 
charge of 4% cents additional for each call 
in excess of that number. 


Electric Rate Cuts 


20 PER CENT reduction in light and power 

rates for customers of the Westerville 
municipal light plant was scheduled to go in- 
to effect January Ist. 

Reduction is possible because of the new 
rate established by the Columbus Railway, 
Power & Light Company, from which con- 
cern the Westerville plant buys its current. 

Electric light rates in Bellefontaine and 
rural districts have been substantially cut, 
for the third time in three years, the new 
rates to be effective February Ist. The elec- 
tric light plant is municipally owned, as are 
the water and gas plants. 
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Governor Questions Municipal 
Ownership 


W. MarLanp, governor-elect, took under 
consideration a far-reaching proposal to 
open the way for extensive municipal owner- 
ship of utilities in small cities and towns of 


‘ Oklahoma. Representatives of the Oklahoma 


Municipal League laid before him the propos- 
al for a constitutional amendment authorizing 
jssuance of municipal revenue bonds with no 
provision for mandatory requirements for 
profits to be placed in the sinking . fund. 
Marland referred the proposal, with four 
other points in the league’s eight-point legis- 
lative program, to his unofficial committee on 
revenue and taxation for study. 
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Oklahoma 


_The proposal is the attack of smaller mu- 
nicipalities upon utility rates in many cities 
and towns of the state. However, comment- 
ing upon his proposed amendment Marland 
pointed out that notwithstanding the fact that 
the willingness of the Federal government to 
make a large grant in such conditions and 
allow the machinery companies to sell equip- 
ment on long terms made it easy for the mu- 
nicipalities to undertake building of plants at 
this time, such construction would destroy 
taxable property. Moreover, it was pointed 
out, such a plan would destroy the investment 
of a great many small investors who had paid 
in to build the industries at a time when cities 
were struggling and needed the service and 
at the time when utilities risked capital in 
building the plants. 


Oregon 


Buys Utility for $10 


NNOUNCEMENT of the sale of the Coos 

Bay Gas Company, a $246,450 concern, 
to B. S. Pedersen of Marshfield for $10 was 
made recently, according to The Morning 
Oregonian. The sale has been confirmed at 
Salem by Charles M. Thomas, public utilities 
commissioner. 


The new manager of the company an- 
nounced that tentative plans for improvement 
of the facilities of the concern costing $15,- 
000 are expected to be carried out soon. 

Commissioner Thomas at first questioned 
the $10 purchase price, but upon investigation 
found it correct. The company had lost $8,- 
930.85 last year and could not continue under 
present circumstances. 


Pennsylvania 


More Utilities Cut Rates 


wo additional public utility companies 

have filed reduced tariff schedules with 
the public service commission, according to 
the Philadelphia Record. 

At the same time, eleven other companies 
which previously had announced their inten- 
tion of reducing rates, filed new tariffs. The 
two new companies are the West Penn Power 
Company, which serves fifteen counties in the 
western section of the state, and the Moscow 
Water Company, which serves Moscow and 
Lackawanna counties. 

The public service commission December 
12th sent letters to fourteen utilities ordering 
them to cut rates or show why they should 
not do so. 


The concerns were given until January 15th 
to reply. They include electric, water, gas, 
and telephone companies. 

The action is in line with the commission’s 
policy to restrict utilities’ earnings to 6 per 
cent annually on their investment. 

The commission last October requested 
fifty utilities to reduce rates or show why 
they should not be reduced. Nineteen have 
responded by cutting rates. Negotiations 
with the others are under way. 

An ordinance reducing rates on electricity 
approximately 104 per cent in Tarentum, 
which has its own light plant, was before the 
borough council recently, according to a 
statement in the Pittsburgh Sun-Telegraph. 
The present electric rate is $6 for 162 kilo- 
watts. 


¥ 
Utah 


Orders New Franchise Probe 


A= investigation of the franchise 
of the Mountain States Telephone and 
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Telegraph Company was ordered by the Og- 
den city commission recently, according to 
The Deseret News. 

A previous investigation relative to the 
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company’s franchise was instituted for the 
purpose of determining why the telephone 
company discontinued a_ service through 
which a subscriber could have a telephone 






with a limit of 20 out-going calls for $1, 

The matter was referred to the city at- 
torney, but the investigation, it is said, had 
never been made. 









West Virginia 


Challenges Federal Authority 


HALLENGING the constitutionality of the 

Federal Water Power Act in so far as 
it attempts to give the Federal Power Com- 
mission jurisdiction over non-navigable 
streams, the state of West Virginia recently 
intervened in the government’s suit to re- 
quire Federal licensing of the New river 
hydroelectric project. 

Attorney General Homer A. Holt, accord- 
ing to The Charleston Gazette, said in the 
state’s petition that the Federal government 
“has no right, power, or authority under the 
Constitution of the United States to super- 
vise, regulate, or control or in any manner 
to interfere with the construction, mainte- 
nance, or operation” of the Hawk’s Nest 
project in Fayette county. 

The government filed suit June 11th to re- 
quire the Electro-Metallurgical Company, the 
New-Kanawha Power Company, and the 
Union Carbide and Carbon Company of New 
York to obtain a Federal license for the 
Hawk’s Nest project. It asks an injunction 
halting construction until a Federal permit is 
obtained, asserting no government agency au- 
thorized the project. 

The defendant companies deny the govern- 


ment’s claim that the New river is navigable 
but assert it is non-navigable, that the gov- 
ernment has no control over it, and attack the 
constitutionality of the water power act in at- 
tempting to give the power commission ju- 
risdiction over the stream. 


Holt Urges $13,000,000 Project 


HE construction of a $13,000,000 dam in 

the Bluestone river where it empties into 
the New river near Hinton is recommended 
by United States Senator-elect Rush D. Holt, 
according to The Charleston Gazette. 

Holt said the recommendation was made to 
the President’s National Resources Board at 
Washington and that he is hopeful of au- 
thority being granted for it as a part of the 
Federal government’s flood control and pow- 
er program. 

The Senator-elect said he will press for 
action on the proposal. 

Holt said he recommended to Morris L. 
Cooke, chairman of the Resources Board, a 
general survey of the state’s water systems. 

A similar flood control project, to cost 
nearly $12,000,000, already is under construc- 
tion in the Tygart river near Grafton. 


Wisconsin 


Basis for Rates 


HE state public service commission served 

notice on utilities of Wisconsin that it 
will make the value of service rendered an 
element in the determination of utility rates. 
In arguments before Judge August C. Hopp- 
mann in Dane County Circuit Court on De- 
cember 24th on the request of the City Water 
Company of Marinette for an injunction to 
prevent a rate reduction order by the com- 
mission from going into effect, Alvin C. Reis, 
commission chief counsel, revealed the com- 
mission’s intention. “The company has not a 
ghost of a chance of winning this case on a 
fundamental issue which will carry this case 
to the U. S. Supreme Court—the value of 
service,” Mr. Reis declared. Judge Hopp- 
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mann took the rate case under advisement. 


Power District Plan under Way 


HE first attempt to create a power dis- 

trict under the 1931 La Follette public 
utility law has been made by Polk and Bur- 
nett counties. 

Town and village officials have voted to 
create the inter-city municipal power district. 
County clerks will forward the resolution to 
the state public service commission which, 
within ninety days, must make recommenda- 
tions on the feasibility of the proposed dis- 
trict. Final decision on establishment of the 
district will be made by voters at an elec- 
tion to be called by the county clerks. 
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The Latest Utility Rulings 





Regulatory Commissions Necessarily Possess and Must Exercise 
Some Judicial Powers 


. Tz rule is well established in most 


jurisdictions that a public service 
commission is an administrative body, 
rather than a judicial tribunal. There- 
fore, its jurisdiction to determine .ques- 
tions of law is limited. This does not 
mean, however, according to a recent 
ruling by the superior court of Pennsyl- 
vania, that a commission cannot or 
should not determine questions of a 
legal nature which necessarily arise as 
an incident to regulation. 

The Pennsylvania commission had 
granted to a county authority to operate 
a motor carrier service to a county park. 
The commission ruled that it must con- 
sider only the question of public con- 
venience and necessity, leaving for the 
court any question of the power of a 
county to operate motor vehicles as a 
carrier. The court reversed the com- 
mission decision, holding that the coun- 
ty had no such power. 

As to the function of the commission 
the court pointed out that such a body 
has jurisdiction to determine whether 


= 


corporations have the right to do, or not 
to do, the thing for which the commis- 
sion’s approval is sought. Such cases 
were distinguished from cases in which 
a commission makes a preliminary de- 
termination as to the necessity for an 
act, following which an application must 
be made to a court as in the case of 
eminent domain proceedings. Trexler, 
P. J., said in part: 


The commission having jurisdiction to 
determine whether a corporation has the 
right to do or not to do a thing for which 
the commission’s approval is sought, order- 
ly procedure requires that the commission 
pass upon that phase of the controversy be- 
fore the courts adjudge it. The obvious 
reason for this is stated in St. Clair v. 
Tamaqua & P. Electric R. Co. 259 Pa. 462, 
468, P.U.R.1918D, 229, 103 Atl. 287: “Oth- 
erwise different phases of the same case 
might be pending before the commission 
and the court at one time, which would 
cause endless confusion.” 


Pittsburgh R. Co. et al. v. Pennsylvania 
Pub. Service Commission et al. (No. 
452). 


Communications Commission Rules Companies Must 
Sustain Depreciation Rate 


HE new Federal Communications 

Commission has reversed the rule 
in effect under the Interstate Commerce 
Commission relating to depreciation 
rates of telephone companies. The com- 
panies must now sustain the reasonable- 
ness of the rates they adopt. 

The Interstate Commerce Commis- 
sion had adopted the view that the de- 
preciation rates of the companies should 
be considered as correct. State com- 
missions opposed this attitude of the 
Federal agency, and the recent decision 
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of the Communications Commission is 
hailed as a victory for the state com- 
missions. 

The order of the newly created com- 
mission provides that the estimates of 
composite percentage rates submitted by 
telephone companies to the state com- 
missions and to the Communications 
Commission are for the information of 
the several commissions, but “shall not 
be deemed to be prima facie correct.” 

People’s Counsel William A. Roberts, 
in a memorandum to the District of 
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Columbia Public Utilities Commission, 
states that the order is of great im- 
portance because it relieves “the over- 
shadowing influence of the Interstate 
Commerce Commission’s orders as to 
depreciation, and places the burden of 
proving the correctness of depreciation 
rates, in so far as they affect local regu- 
lation, upon the companies rather than 
on the state commission.” He points 
out that in the District of Columbia, 
where a study of depreciation rates has 
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been under way for approximately six 
months, this is of the greatest im- 
portance as it leaves the local commis- 
sion with a free hand to act in fixing 
reasonable depreciation rates and pre- 
venting unreasonable charges for this 
purpose. 

He states that even more impor- 
tant is the codperative and responsi- 
ble attitude shown by the Communica- 
tions Commission in this the first of its 
orders on the subject. 


7 


Capitalization of Intangible Values Is Not Permitted 


se Pennsylvania commission, in 
authorizing the issue and sale of 
common stock by a bus line corporation 
to acquire equipment, has ruled that 
securities cannot be issued to capitalize 
franchises, going concern value, and 
good will attached to bus routes. The 
commission cited a section of the Public 
Service Company Law providing in part 
that it shall be unlawful for any public 
service company “to capitalize its fran- 
chises, rights, powers, privileges, or 
right to own and operate or enjoy any 
such franchises, rights, powers, or 
privileges, in excess of the amount paid 
to the commonwealth or any political 


e 


subdivision thereof as the consideration 
for the grant thereof.” The commis- 
sion then stated: 


We think that this section of the act di- 
rectly prohibits the capitalization of “fran- 
chises, going concern value, and good will,” 
unsupported by convincing proof of past 
expenditures as they are in this case. But 
aside from the statutory prohibition just 
quoted, we do not favor the capitalization 
of any franchise or other intangible at a 
figure in excess of actual cost to the first 
user, regardless of how many hands it may 
pass through, or how much may be paid 
for it by various subsequent owners. 


Re Billig Bus Line, Inc. (Securities 
Docket No. 62). 


Fair Value Does Not Mean Special Value 


ONGRESS last January authorized 
the acquisition by the Capital 
Transit Company of the capital stock 
of the Washington Rapid Transit Com- 
pany at the fair value thereof and on 
such terms as might be accepted by the 
owners of such shares of stock and 
might be approved by the public utilities 
commission. The commission has dis- 
missed an application for such approval 
on the ground that the applicant pro- 
posed to show a special value to the 
purchaser rather than the fair value. 
The commission said : 
As stated in its decision on the motion, 
it is the opinion of the commission that the 


phrase “at the fair value thereof,” appear- 
ing in said paragraph eighth of the unifica- 


tion agreement approved by Congress in 
the joint resolution does not mean the pe- 
culiar, special, or particular value of the 
capital stock to the Capital Transit Co. 

This view is supported by decisions of 
the United States Supreme Court and other 
Federal courts. The following extract 
from the decision in the case of Atwater 
v. Wheeling & L. E. R. Co. (1932) 56 F. 
(2d) 720, 723, is peculiarly pertinent: “Fur- 
ther, in determining fair and reasonable 
market value, such special, particular, or 
peculiar value to a prospective purchaser 
only is not to be considered. Citing United 
States v. Chandler-Dunbar Water Power 
Co. (1913) 229 U. S. 53, 79, 81, 57 L. ed. 
1063, 33 S. Ct. 667, and United States v. 
Boston, Cape Cod & N. Y. Canal Co. (1921; 
C. C. A.) 271 Fed. 877, 893.” 


Re Capital Transit Co. (Order No. 
1289, Formal Case No. 253). 
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A courT ruling sustains the action 
of the Colorado commission in 
dismissing a rate complaint against the 
Public Service Company of Colorado on 
the ground that the commission had no 
jurisdiction over rates charged by util- 


_ ities within charter cities such as Den- 


ver. An appeal will be taken. 
Although he has ruled in favor of the 
commission, Judge Dunklee says in 
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Commission Rate Jurisdiction in Home-rule City 
Denied by Court 


part “that the sole issue raised herein 
is one entirely for the supreme court.” 
He suggests that “new and changed con- 
ditions” might alter previous opinions of 
the supreme court on the question, and 
to facilitate the taking of the case to 
the higher court, he has ordered that a 
motion for a new trial be dispensed 
with. Public Service Co. v. Public 
Utilities Commission. 


e 
Oklahoma Telephone Rates Upheld 


bge: round for lower telephone rates 
in Oklahoma was lost recently by 
an order of the majority of the corpora- 
tion commission denying the application 
for a reduction in Tulsa. The case, 
which involves the Southwestern Bell 
Telephone Company, is one division of 
a general investigation that also in- 
volves the rates in Muskogee, long- 
distance toll rates charged throughout 
the state, and charges on hand sets. The 


commission declared the earnings on in- 
vestments in Tulsa are much less than 
an amount sufficient to produce a return 
of 6 per cent. 

“The earnings, as founded upon any 
hypothesis of value, are less than 6 per 
cent before payment of income taxes 
and in such cases the commission is en- 
tirely justified in refusing to interfere,” 
the order stated. Re Southwestern 
Bell Telephone Co. 


e 


Proposed Rate Increase to Balance Tax Boost Suspended 


HE New York commission on 

December 19th denied applications 
of fourteen companies controlled by the 
Consolidated Gas Company for permis- 
sion to put into effect on or about Jan- 
uary Ist new rate schedules which 
would place upon consumers of elec- 
tricity, gas, and steam the burden of the 
city’s new tax of 3 per cent on gross re- 
ceipts of public utility companies. 

In an unanimous opinion the commis- 
sion suspended for thirty days from 
January 14th the effective date of the 
new charges and ordered public hear- 
ings on the applications to begin on 
January 9th. New rates which were 
filed December 14th would have auto- 
matically become effective on January 
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14th if they had not been suspended. 

The proposed new charges designed 
to recompense the companies for an es- 
timated increase of $14,000,000 in op- 
erating charges due to the city’s 3 per 
cent tax may as a consequence not be- 
come effective, if at all, earlier than 
next November. The state law gives 
the commission power to continue the 
original thirty days’ suspension for an 
additional 120-day term should public 
hearings still be in progress at the end 
of the 30-day respite. An additional 
suspension, not to exceed six months, 
may be imposed by the commission 
should the proceeding remain unfinished 
when the 120-day period expires. Re 
Consolidated Gas Co. 
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